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THE FINANCIAL COLLAPSE OF ENRON—Part 3

THURSDAY, FEBRUARY 14, 2002

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,
Washington, DC.

The subcommittee met, pursuant to notice, at 11 a.m., in room
2322, Rayburn House Office Building, Hon. James C. Greenwood
(chairman) presiding.

Members present: Representatives Greenwood, Bilirakis,
Stearns, Largent, Burr, Tauzin (ex officio), Deutsch, Stupak, Strick-
land, DeGette, John, Rush, and Dingell (ex officio).

Also present: Representatives Ganske, Markey, Green, and Jack-
son-Lee.

Staff present: Tom DiLenge, majority counsel; Mark Paoletta,
majority counsel; Michael Geffroy, majority counsel; Peter Kielty,
legislative clerk; Will Carty, legislative clerk; Brendan Williams,
legislative clerk; Edith Holleman, minority counsel; Consuela
Washington, minority counsel; Jonathan Cordone, minority counsel;
and Chris Knauer, minority investigator.

Mr. GREENWOOD. Good morning. This hearing of the Oversight
and Investigations Subcommittee of the Energy and Commerce
Committee will come to order.

The Chair recognizes himself for an opening statement.

“I wish we could get caught. We're such a crooked company.” Of
all of the words in the now famous memo our witness sent to Ken-
neth Lay in August of last year, these might be the most chilling.

According to this morning’s witness, the person who uttered
those words was a management level employee of Enron, a team
player, a person who probably stood to lose a great deal in any fi-
nancial collapse at Enron. What is the truth behind Enron’s pre-
cipitous collapse?

This morning we have before us, as our sole witness, Ms.
Sherron Watkins, Enron’s Vice President of Corporate Develop-
ment. Ms. Watkins has become known as the lone voice who sought
to warn Enron Chairman and CEO Ken Lay that Enron was in
danger of imploding “in a wave of accounting scandals.” Subse-
quent events have proved the truth of that unvarnished assess-
ment.

But we now understand from evidence this committee has gath-
ered in its investigation, from the materials contained in the Pow-
ers Report, and from testimony of senior Enron officials at last
week’s hearing, that these so-called aggressive accounting practices
were used to hide an even larger business failure.

o))



2

Last week we took testimony from two senior Enron officials,
Jordan Mintz and then treasurer, now Enron President and Chief
Operating Officer, Jeffrey McMahon. They, too, anguished that
something was terribly wrong at Enron, but were unable to deter-
mine the full extent of the problems or the dangers ahead.

Unlike them, our witness this morning was privy to substantially
more evidence of the accounting practices used to hide various re-
lated party transactions between Enron and what are known as the
Raptor entities—special purpose entities owned by LJM2, the lim-
ited partnership set up and run by Enron and its former Chief Fi-
nancial Officer, Andrew Fastow. She will testify today that, in her
opinion, these transactions were outright manipulations of Enron’s
income statements, booking fictitious income, and hiding actual
losses.

Ms. Watkins took her concerns right to the top. She wrote a
memo to Mr. Lay on August 15 that set forth in stark terms the
seriousness of Enron’s situation and the dire consequences that
would inevitably result if corrective action were not taken, and
soon.

We now know that Ms. Watkins also met with Mr. Lay not just
once, as has been previously disclosed, but on two additional times
in late October of last year, to further share her concerns and to
urge that Enron restate its income statements for the past 2 years
due to the deceptive transactions with the Raptors special purpose
entities. Yet, until the Powers Report came out 2 weeks ago affirm-
ing her analysis of the Raptors, no one at Enron, or Andersen ever
sought to address these concerns.

Indeed, the actions taken by Enron in October and November of
last year to revise its earnings and shareholder equity numbers
still fail to address many of the concerns raised by Ms. Watkins
and confirmed by the Powers Report.

Ms. Watkins also will describe today her meetings and conversa-
tions with others throughout Enron’s corporate hierarchy, as well
as with outside advisors. This included Mr. McMahon, Associate
General Counsel, Rex Rogers, Vice President for Human Resources
Cindy Olson, James Hecker, an Andersen audit partner, and Vin-
son & Elkins managing partner Joe Dilg.

Her initial meeting with Mr. Lay in August prompted an inves-
tigation by Vinson & Elkins, assisted by Andersen, the very two
parties Ms. Watkins urged Mr. Lay and others not to include in the
review because of clear conflicts of interest. Not surprisingly, the
report that Vinson & Elkins issued on October 15 was so flawed
that Ms. Watkins seriously considered leaving the company.

Instead, she persisted in her attempts to convince Mr. Lay of the
enormity of the challenge facing Enron and the failure of outside
experts to clearly state the facts. It wasn’t until October 31 that
Ms. Watkins learned that a Special Committee of the Board of Di-
rectors would examine Enron’s questionable business practices.
This investigation has since become known as the Powers Inquiry.

Ms. Watkins’ appearance and testimony before us today will be
the first time anyone has had the opportunity to question her pub-
licly about her own actions and how individuals at the highest level
in the company responded to her warnings.
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Let me point out that Ms. Watkins is not a whistleblower in the
conventional sense. She was, and is, a loyal company employee,
who sought valiantly, and sadly in vain, to get the people in charge
to face the facts and make the hard choices needed to save the com-
pany. Ms. Watkins is still an Enron employee, and because of this
fact has requested a subpoena compelling her testimony today.

I want to point out, however, that she has been responsive to and
very cooperative with our investigators. And I look forward to her
sharing with the subcommittee and the American public, in her
own words, how it came to be that, at the end, a once faithful em-
ployee concluded that her company was cooking the books.

Ms. Watkins, thank you for your help. We welcome your testi-
mony.

[The prepared statement of Hon. James C. Greenwood follows:]

PREPARED STATEMENT OF HON. JAMES C. GREENWOOD, CHAIRMAN, SUBCOMMITTEE
ON OVERSIGHT AND INVESTIGATIONS

“...I wish we would get caught. We’re such a crooked company.”

Of all the words in the now famous memo our witness sent to Kenneth Lay in
August of last year, these might be the most chilling.

According to this morning’s witness, the person who uttered those words was a
management level employee of Enron, a team player...a person who probably stood
to lose a great deal in any financial collapse of Enron.

What is the truth behind Enron’s precipitous collapse?

This morning we have before us, as our sole witness, Ms. Sherron Watkins,
Enron’s Vice President of Corporate Development. Ms. Watkins has become known
as THE LONE voice who sought to warn Enron Chairman and CEO Ken Lay that
Enron was in danger of imploding “...in a wave of accounting scandals.”

Subsequent events have proved the truth of that unvarnished assessment.

But we now understand, from evidence this Committee has gathered in its inves-
tigation, from the materials contained in the Powers’ Report, and from testimony
of senior Enron officials at last week’s hearing, that these so-called “aggressive” ac-
counting practices were used to hide an even larger business failure.

Last week, we took testimony from two senior Enron officials, Jordan Mintz and
then treasurer, now Enron President and Chief Operating Officer Jeffrey McMahon.

They too anguished that something was terribly wrong at Enron, but were unable
to determine the full extent of the problems or the dangers ahead.

Unlike them, our witness this morning was privy to substantially more evidence
of the accounting practices used to hide various related-party transactions between
Enron and what are known as the Raptor entities—special purpose entities owned
by LIM2, the limited partnership set up and run by Enron and its former Chief Fi-
nancial Officer Andrew Fastow. She will testify today that, in her opinion, these
transactions were outright manipulations of Enron’s income statements, booking fic-
titious income and hiding actual losses.

Ms. Watkins took her concerns right to the top. She wrote a memo to Mr. Lay,
on August 15th that SET FORTH IN STARK TERMS the seriousness of Enron’s
situation and the dire consequences that would inevitably result if corrective action
were not taken...and soon.

We now know that Ms. Watkins also met with Mr. Lay, not just once—as has
been previously disclosed—but two additional times in late October of last year, to
further share her concerns and to urge that Enron restate its income statements
for the past two years due to the deceptive transactions with the Raptors special
purpose entities. Yet, until the Powers Report came out two weeks ago, affirming
her analysis of the Raptors, no one at Enron or Andersen ever sought to address
these concerns.

Indeed, the actions taken by Enron in October and November of last year to revise
its earnings and shareholder equity numbers still fail to address many of the con-
cerns raised by Ms. Watkins and confirmed by the Powers Report.

Ms. Watkins also will describe today her meetings and conversations with others
throughout Enron’s corporate hierarchy as well as with outside advisors.

This included Mr. McMahon, Associate General Counsel Rex Rogers, Vice Presi-
dent for Human Resources Cindy Olson, James Hecker (an Andersen audit partner)
and Vinson & Elkins managing partner Joe Dilg.
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Her initial meeting with Mr. Lay in August prompted an investigation by Vinson
& Elkins, assisted by Andersen—the very two parties Ms. Watkins urged Mr. Lay
and others NOT to include in the review, because of clear conflicts of interest.

Not surprisingly, the report that Vinson & Elkins’ issued on October 15th was so
flawed that Ms. Watkins seriously considered leaving the company. Instead, she
persisted in her attempts to convince Mr. Lay of the enormity of the challenge fac-
ing Enron and THE failure of outside experts to clearly state the facts. It wasn’t
until October 31 that Ms. Watkins learned that a special committee of the Board
of Directors would examine Enron’s questionable business practices. This investiga-
tion has since become known as the Powers Inquiry.

Ms. Watkins appearance and testimony before us today will be the first time any-
one has had the opportunity to question her publicly about her own actions and how
individuals at the highest level in the company responded to her warnings.

Let me point out that Ms. Watkins is not a “whistleblower” in the conventional
sense. She was—and is—a loyal company employee, who sought valiantly and sadly,
in vain, to get the people in charge to face the facts and make the hard choices
needed to save the company. Ms. Watkins, indeed, is still an Enron employee, and
because of this fact, has requested a subpoena compelling her testimony today.

I want to point out, however, that she has been responsive to and very cooperative
with our investigators.

And I look forward to her sharing with the Subcommittee and the American pub-
lic, in her own words, how it came to be that, at the end, a once faithful employee
concluded that HER COMPANY WAS COOKING THE BOOKS.

Ms. Watkins, thank you for your help and we welcome your testimony today.

Mr. GREENWOOD. The Chair recognizes the gentleman from Flor-
ida, Mr. Deutsch, for his opening statement.

Mr. DeuTscH. Thank you, Mr. Chairman.

And thank you, Ms. Watkins, for being here. You know, this is
obviously our continuation of trying to understand what happened
at Enron and really looking at it and looking at the future.

And I really want to take a couple of seconds just thanking the
chairmen of the subcommittee and the full committee, but also the
staff. I think our staff has really done an incredible job over the
last about 8 weeks or so. This subcommittee has a long history in
the Congress of looking at issues of really cases of failures, of cor-
ruption.

And Chairman Dingell, who led this subcommittee for so many
years, created almost a historic reputation for this subcommittee.
And I believe that this hearing and this process that we are doing
is part of that.

You know, I've tried to put in perspective what we’re doing and
where we hope to lead. And it’s not just an investigation for an in-
vestigation’s sake. But I think all of us at this point, we know a
lot more than we knew a week ago, a lot more than 2 weeks ago.
The issues I think are much broader than just Enron. The issues
really are our capital systems and the transparency in the account-
ing system.

And I think what we all understand is that our economy, which
is the strongest economy in the history of the world, one of the rea-
sons that we have that economy is transparency in the capital mar-
kets and the public accounting system. And I don’t think there’s a
question that that totally abysmally failed in the case of Enron. I
mean, I think it’s factually accurate that it failed. That trying to
understand Enron from its public documents I think was close to
impossible. That those documents did not fairly represent the ac-
tual state of the company.

And the Secretary of the Treasury, when Enron initially filed for
bankruptcy, said that, “Well, this is not a big deal. Companies go
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bankrupt. They don’t go bankrupt. They’re successful.” I take great
exception to that. There have been several major companies in
America that have gone bankrupt since Enron. Kmart has gone
bankrupt, Global Crossing has gone bankrupt. But there is a fun-
damental difference.

Public markets knew what was going on in those companies. It
was transparent. It was reflected in equity value. People could un-
derstand what was going on. In the case of Enron, that was not the
case. The seventh largest company in America vaporized in literally
a matter of weeks, and the house of cards fell.

And as we’re looking at transaction after transaction after trans-
action—and, again, the number at this point—our understanding is
there were 4,000 of these partnerships, and the Raptors were prob-
ably the largest, but just several—that the methods seemed to be
continuously used again and again.

I guess the concern we have, and I have—but I think all of my
colleagues share—is, No. 1, you know, how do we protect our cap-
ital markets from, No. 1, this never happening again? Because I
think that is clearly our goal. That when people try to understand
public companies they can understand. That is the whole point.
But, No. 2, who else is doing this?

And, obviously, I don’t think you are going to be able to tell us
that today. But I think that is clearly, you know, a critical compo-
nent that you, as someone who was watching what was going on,
understood what was going on, and if there are other companies
out there that are out there doing this, obviously people in those
companies know it as well.

And I guess one of the things that hopefully will happen is that
it will immediately be reflected in statements in their filings to the
SEC.

Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the Chairman of the full committee, the gentleman from Lou-
isiana, Mr. Tauzin, for an opening statement.

Chairman TAUZIN. Thank you, Mr. Chairman. Let me first thank
you, Mr. Chairman, and the incredible work of the Democratic and
Republican joint investigatory staff. You have done, I think, our
country a great service, and you continue to do so with these hear-
ings. And I deeply appreciate—I know I speak for all of the mem-
bers—your personal commitment to this task.

Let me first observe that as a result of these hearings and the
incredible new information that our witness will provide us with
today, I think America is learning what went wrong at Enron.
More importantly, corporate executives across America are reas-
sessing corporate management, and board members across America
are beginning to ask hard questions and to become significantly
more involved and concerned in the operations of their companies.

The SEC has announced planned reforms. FASB has announced
planned reforms. This subcommittee and the committee that we
have assigned the job of jurisdiction over FASB and the accounting
standards in America, shared by Cliff Stearns of Florida, is begin-
ning the process of recommending legislation to our full committee.

Yesterday, the Subcommittee on Energy and Air Quality of our
committee examined the aspects of the Enron collapse on the en-
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ergy markets of America, and we are investigating allegations of
potential damage done. Generally, the news is good. The energy
markets held up. Electricity flowed. Gas flowed. Somehow compa-
nies worked around the financial collapse of Enron and continued
to deliver energy at reasonable prices—in fact, lower prices—to the
American public during this crisis.

And today we will hear from an officer of the Enron Corporation
who really knew and who really understood who the culprits were
within her own company, and who did her best to make sure that
those in control of her company, if they had been kept in the dark,
were no longer in the dark, and understood the problems the com-
pany faced.

There is a doctrine in law called the last clear chance. It is a doc-
trine that says that even if you are totally in the right on the high-
way, if you had the last clear chance to avoid the accident, you can
still be responsible for what happened.

Our witness today will talk about how she attempted to give the
leadership at Enron a last clear chance, not just to do what was
right in correcting its filings with the American public and the in-
vestors in this company, but to do what was right in getting rid of
culprits, in assigning responsibility, in accepting responsibility, and
in correcting the problems, in the hope that there was still a
chance to save the corporation from the bankruptcy that it now
faces.

We will learn whether the company took that last clear chance.
I don’t think there’s anything more prophetic in the document we
have now received from our witness describing her evaluation of
the culprits, of what had happened, who was responsible for it, and
what had to be done if the company was going to have a chance
to be saved.

In the last paragraphs of that memo which our witness handed
Mr. Ken Lay on October 30, I quote, “My conclusions if Ken Lay
takes these steps. The bad news, this is horrific. Plaintiff attorneys
will be celebrating. The trouble facing the company will be obvious
to all. The good news, the wild speculations will slow down, if not
cease. Nobody wants Ken Lay’s head. He is very well respected in
business and the community.”

And then she identifies the culprits. “The culprits are Skilling,
Fastow, Glisan, Causey, as well as Arthur Andersen, and V&E.”

In the final paragraph, we find, “My conclusions if we don’t come
clean and restate. All these bad things will happen to us anyway.
It is just that Ken Lay will be more implicated in this than is de-
served, and he won’t get the chance”—I might add, the last clear
chance—“to restore the company to its former stature.”

What we are learning and what will be confirmed today, I be-
lieve, by this witness is that we have witnessed an incredible—an
incredible collection of not only miscreants and potential criminal
behavior, but a series of abuses, of accounting standards and prac-
tices, a series of abuses of the American public investing—the in-
vesting public in its confidence in this company, in its knowledge
about its income and its debt, abuse that led to a horrible loss to
its employees, not only their jobs but of their pensions, and abuses
that have rocked Wall Street and the investment communities and
the corporate boards of America.
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If there is any good news in all of this, it is that we are finding
out what went wrong. We are really getting to the bottom of it, and
we are learning how we might turn the corner and begin to make
improvements in our laws and our rules to help make sure that no
other company ever experiences this again.

If there is other good news—and I say this with deep apprecia-
tion, Ms. Watkins—it is the knowledge that there are people like
you in this world who are willing to try to make it right, who un-
derstand their fiduciary responsibility to their company, and are
willing to go out on a limb, as you did, to make sure that people
who could make a difference, who could change things, who could
make it right, and who could save that company, did have at least
a last clear chance to do it.

And there is one other good news. I have a perspective that I
think more and more members are beginning at least to share.
There may be other problems in other companies in America. This
is incredibly an aberration. I have never, in all of our years of
watching companies succeed and fail and bankruptcies—and there
have been some mighty big bankruptcies in this country—seen any-
thing like this.

When we are through examining it and responding to it, I think
the American public will be well served by the process of learning
from this experience and the changes we’re going to make. And the
witness who comes before us will deserve, again, the appreciation
of the American public for doing what she did and for standing out
the way she has.

And I deeply appreciate your being here, Ms. Watkins.

Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and, before
recognizing the ranking member of the full committee, would an-
nounce that we have apparently two votes before us now. So after
Mr. Dingell’s opening remarks, we will recess and make these two
votes and come back.

Mr. DINGELL. I am willing to do it whichever way you like, Mr.
Chairman—go now or go later.

Mr. GREENWOOD. Well, I would welcome the gentleman’s opening
statement right now, and the other members——

Mr. DINGELL. Very well.

Mr. GREENWOOD. [continuing] are free to go.

Mr. DINGELL. Mr. Chairman, thank you for holding this hearing,
and I commend you and the committee for continuing the inves-
tigation into the actions that caused Enron, once the seventh larg-
est company in the country, to become the largest bankruptcy in
the history of the country.

Each hearing that we have held, and I expect we will be holding
more, reveals more of the internal corruption that destroyed Enron.
This corruption swept in Enron’s top management as well as its in-
house and outside accountants and lawyers, all of whom reviewed
and approved the transactions we discuss today. All of them appar-
ently knew that Enron was pledging its stock to guarantee its own
hedges with an alleged outside party.

This is clearly a violation of all accounting procedures and prin-
ciples, and apparently one that the Houston office of Arthur Ander-
sen approved over the opposition of its Chicago office. It led directly
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to a $1.1 billion reduction in Enron’s equity and a $700 million re-
duction in earnings. These same people knew that a partnership
run by Enron’s chief financial officer was benefiting greatly from
these transactions. All of them, and an unquestioning Board of Di-
rectors, did nothing.

I want to thank Ms. Watkins for the heroic efforts she made to
help Enron avoid this, in her own words, “implosion in a wave of
accounting scandals.” Ms. Watkins took the actions that should
have been taken months before by many others, both inside and
outside Enron, with fiduciary duties to the company and to its
shareholders. I applaud her. It is never easy to be a whistleblower,
particularly in a company where the mentality did not encourage
negative news and negative views. Bearers of bad news are often
punished.

Today, we are going to concentrate on the Raptor transactions,
which have been described in the Report of the Special Committee
as “extremely complex Raptor structured finance vehicles” designed
to allow Enron to “avoid reflecting losses in the value of some mer-
chant investments in its income statement.” We cannot fully under-
stand the structure of these vehicles, but we know they are breath-
taking in scope and breathtaking in audacity and in their impact.

These four vehicles resulted in a write-down of equity, the re-
statement of earnings, and the credit rating reduction that sank
Enron. Although the Raptors were supposed to take the risk of
losses in merchant investments, they actually guaranteed by
Enron’s stock and used the appreciation in Enron’s stock value to
inc;‘ease earnings. This is a violation of all basic accounting prin-
ciples.

The accounting shenanigans that permitted such returns were
instigated and/or approved by Andrew Fastow, Enron’s Chief Fi-
nancial Officer; Richard Causey, Enron’s Chief Accounting Officer;
Rick Buy, Enron’s Chief Risk Management Officer; Arthur Ander-
sen; and by Vinson & Elkins, Enron’s outside counsel.

The Raptors also benefited greatly LJM2, a special purpose enti-
ty run by Mr. Fastow. Although they were supposed to hedge po-
tential losses in some of Enron’s merchant investments, they actu-
ally repaid LJM2’s total investment plus some very generous re-
turns with Enron taking the total risk. As described in an LJM2
presentation to its partners in October of 2000, Raptor III, for ex-
ample, paid out $41 million on a $30 million investment in just 8
days. This is an amazing 2,503 percent annual return for those in-
vestors.

I think it is important to note for the record, Mr. Chairman, that
Mr. Fastow, Mr. Causey, Mr. Buy, and Arthur Andersen have all
been removed from their positions, perhaps too late, but gone any-
way.

But Enron has supported Vinson & Elkins, which approved every
single one of these deals for Enron, and then papered over Ms.
Watkins’ allegations in a report finding not a single transaction
with LJM was “contrary to Enron’s best interests,” to this day. The
law firm’s written report was issued just 1 day before Enron an-
nounced its equity write-down and earnings reductions based on
the very Raptor transactions that Ms. Watkins brought to Kenneth
Lay’s attention.
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I think it would be quite appropriate to devote a hearing to the
role Enron’s legal counsel played in this fiasco that took $70 billion
from the pockets of unsuspecting shareholders and employees. And
I note that their role in this does no credit to the profession of
which I take pride in being a part.

But today I look forward to hearing from an extraordinarily cou-
rageous woman who has been a bright spot in an otherwise sorry
and outrageous saga. Ms. Watkins, we thank you.

Mr. Chairman, I thank you.

[The prepared statement of Hon. John D. Dingell follows:]

PREPARED STATEMENT OF HON. JOHN D. DINGELL, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF MICHIGAN

Mr. Chairman, thank you for holding this hearing as the Committee continues its
investigation into the actions that caused Enron, once the seventh largest company
in the country, to become the largest bankruptcy in history. Each hearing that we
have held—and I expect that we will hold several more—reveals more of the inter-
nal corruption that destroyed Enron. This corruption swept in Enron’s top manage-
ment, as well as its in-house and outside accountants and lawyers, all of whom re-
viewed and approved the transactions that we are discussing today. All of them ap-
parently knew that Enron was pledging its stock to guarantee its own hedges with
an alleged outside party.

This was a violation of all accounting procedures and apparently one that the
Houston office of Arthur Andersen approved over the opposition of its Chicago office.
It led directly to both a $1.1 billion reduction in Enron’s equity and a $700 million
reduction in earnings. These same people knew that a partnership run by Enron’s
chief financial officer was benefitting greatly from these transactions. All of them,
and a unquestioning board of directors, did nothing.

I want to thank Ms. Watkins for the heroic efforts she made to help Enron avoid
this—in her own words—“implosion in a wave of accounting scandals.” Ms. Watkins
took the actions that should have been taken months before by others both inside
and outside Enron, with fiduciary duties to the company and its shareholders. I ap-
plaud her. It is never easy to be a whistleblower, particularly in a company where
th}(le anentality did not encourage negative news. Bearers of bad news are often pun-
ished.

Today we are going to concentrate on the Raptor transactions, which are de-
scribed on the report of the special committee as “extremely complex Raptor struc-
tured finance vehicles” designed to allow Enron to “avoid reflecting losses in the
value of some merchant investments in its income statement.” We cannot today fully
understand the structure of these vehicles, but we know that they are breathtaking
in their scope and audacity—and in their impact. These four vehicles resulted in the
write-down of equity, the restatement of earnings, and the credit rating reduction
that sank Enron. Although the Raptors were supposed to take on the risk of losses
in merchant investments, they were actually guaranteed by Enron stock and used
the appreciation in Enron stock’s value to increase earnings.

This is a violation of basic accounting principles. The accounting shenanigans that
permitted such returns were instigated or approved by Andrew Fastow, Enron’s
chief financial officer; Richard Causey, Enron’s chief accounting officer; Rick Buy,
Enron’s chief risk management officer; Arthur Andersen; and Vinson & Elkins,
Enron’s outside counsel.

The Raptors also benefited greatly LJM2, a special purpose entity run by Mr.
Fastow. Although they were supposed to hedge potential losses in some of Enron’s
merchant investments—they actually repaid LJM2’s total investment plus some
very generous returns with Enron taking the total risk. As described in an LJM2
presentation to its partners in October 2000, Raptor III, for example, paid out $41
million for a $30 million investment in just eight days. This was an amazing 2,503
percent annual return for the investors.

I think it is important to note for the record, Mr. Chairman, that Mr. Fastow, Mr.
Causey, Mr. Buy, and Arthur Andersen have all been removed from their positions.
Perhaps too late but gone anyway. But Enron has supported Vinson & Elkins,
which approved every single one of these deals for Enron and then papered over Ms.
Watkins’ allegations in a report finding that not a single transaction with LJM “was
contrary to Enron’s best interests,” to this day. The law firm’s written report was
issued just one day before Enron announced its equity write-down and earnings re-
ductions based on the very Raptor transactions that Ms. Watkins brought to Ken-
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neth Lay’s attention. I think it would be quite appropriate to devote a hearing to
the role Enron’s legal counsel played in this fiasco that took $70 billion from the
pockets of unsuspecting shareholders and employees.

But today, I look forward to hearing from an extraordinarily courageous woman
who has been a bright spot in an otherwise sorry and outrageous saga.

Mr. GREENWOOD. The Chair thanks the gentleman, and the com-
mittee will recess for approximately 20 minutes.

[Brief recess.]

Mr. GREENWOOD. The committee will come to order. The Chair
recognizes the gentleman from Florida, Mr. Stearns, for an opening
statement.

Mr. STEARNS. Thank you, Mr. Chairman.

And, Ms. Watkins, obviously, like other members, we would like
to take the opportunity to welcome you to our committee, and we
are pleased that you are willing to testify.

Your status is perhaps not, as the press might outline, that you
are a whistleblower. You are not the traditional whistleblower in
the sense that you are still working for the company. And the way
you did it was commendable, in the sense that you went to dif-
ferent people and talked to them, and you asked for a transfer to
another part of the company. But in a sort of semantic way, you
are not a whistleblower in the traditional sense, and I am not sure
if we have a word for—which describes when you stay within the
company and work as you did, but it is—I think it was very effec-
tive and helpful for us.

I believe that employees such as yourself in no small measure
contribute to the integrity of our commercial system by insisting
that all participants play by the rules. And I think all Americans
thank you for what you did.

Second, I want to explore a number of substantive issues which
you raise in your August 15, 2001, memo to Mr. Lay that touched
upon the efficacy of our financial accounting standards. As part of
the full committee’s Enron investigation, Chairman Tauzin has
asked my subcommittee, which is Commerce, Trade, and Consumer
Protection, to examine our accounting standards in light of the
Enron collapse.

As a matter of fact, my subcommittee just concluded a hearing
which examined the adequacy and responsiveness of existing ac-
counting standards. I believe, as it seems you may have believed
also when you wrote the memo to Mr. Lay, that there is ample evi-
dence that Enron, at a minimum, confused, obfuscated its true fi-
nancial health from the investing public by using or possibly mis-
using financial accounting standards.

I now think there is enough evidence to suggest that Enron did
not use special purpose entities such as Raptor as Generally Ac-
cepted Accounting Principles would authorize it, but they used it
to hide poor performing merchant investments, so that Enron
would not have to show the declining values that existed on their
income statement.

Moreover, it appears that Enron reported the transfer of assets
to SPEs as a sale and recognize them as such in its income state-
ment, while it held the third party investors in the SPE harmless
against the risk associated with those assets by pledging its stock
as collateral.
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I believe this is what you alluded to in your memo when you
wrote, and I am quoting, “If adequately explained, the investor
would know that the entities described in our related party foot-
note”—and I assume you meant footnote number 16 of Enron’s
2000 annual report—“are thinly capitalized, the equity holders
have no skin in the game, and all of the value in the entities come
from underlying values of the derivatives. Unfortunately, in this
case, there is a big loss in Enron stock and NP.”

So during the question and answer period, I hope we can further
explore that. I, again, thank you very much for testifying.

Mr. GREENWOOD. The Chair thanks the gentleman, and would
urge each of the members, if they could, to keep their opening re-
marks as brief as possible, so that we can move forward with the
witness in view of the fact that we have votes and members will
be leaving.

The Chair recognizes the gentleman, Mr. Stupak, for an opening
statement.

Mr. STUPAK. Thank you, Mr. Chairman.

I want to thank you, Ms. Watkins, for coming here today. Many
of my colleagues and I truly appreciate your brave actions in in-
forming Mr. Lay about the shady accounting that was going on in
Enron. It is a shame that he and others on the Board, and in lead-
ership positions at Enron, did not see these problems much earlier.
Even now, there is a denial and a lack of acceptability of responsi-
bili(i:y by Enron officials in all of the hearings we have had thus far
to date.

It is also a shame that even after you provided Mr. Lay with a
road map of what was going on in Enron, as the Powers Report put
it, they decided to hire inside counsel to do the investigation into
the allegations. That counsel, Vinson & Elkins, was the very law
firm that was responsible for providing advice on many of the ques-
tionable transactions.

It was no surprise that Vinson & Elkins, in summarizing their
findings, stated that Ms. Watkins’ concerns were thoroughly inves-
tigated but, quoting now, “found not to raise new or undisclosed in-
formation.”

Mr. Chairman, we know that once a truly independent firm, one
from outside the Enron family, was allowed to review the trans-
actions, they came to a very different conclusion.

Ms. Watkins, you mentioned in your interview with committee
staff that when you met with Mr. Lay to discuss your memo you
felt like the child who tells the emperor that he has no clothes. So
I went out and got the book “The Emperor’s New Clothes.” And
while you are to be commended for coming forward in August of
2001, there was another emperor then, Jeffrey Skilling, who was
running Enron prior to your August 15 letter. And I have a feeling
he knew he had no clothes, and that is why—or that is what
prompted his resignation.

I would like to take just a moment to read you, if I may, the final
page of Hans Christian Andersen’s story. I don’t believe he is any
relation to Arthur Andersen.

But the last page of the story goes like this. It says, “The em-
peror shivered for it seemed they were right. But what could he do?
After all, he was the emperor, and people expected him to be dig-
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nified. I must continue to end the procession, he thought. So the
emperor stood up just as tall, and his servants went on carrying
the train that wasn’t there.”

Mr. Chairman, reading this, I can’t help but think of our last
hearing last week with Mr. Skilling in his own parade, and his
servants, Mr. Winokur and Mr. Jaedicke, following behind him car-
rying his non-existent robe.

I know we are all anxious to hear Ms. Watkins’ testimony. So I
am going to take your advice. I look forward to your answering the
questions we will put to you today.

So, Mr. Chairman, with that, I will yield back my time.

Mr. GREENWOOD. The Chair thanks the gentleman, and thanks
him for not showing the picture of the unclothed emperor.

The Chair recognizes the gentleman from North Carolina, Mr.
Burr, for an opening statement.

Mr. BURR. I thank the Chairman.

Mr. Chairman, we have before us today a witness who I can—
I believe can provide the most insight and helpful testimony we
have yet to hear in piecing together this affair. With her back-
ground as a CPA and a former employee of Andersen, many have
described Sherron Watkins as being unique in her ability to bring
light on this charade.

I would add one more uniqueness about Ms. Watkins that was
lacking in all of the other individuals who have chosen to come be-
fore this committee—to stop the bleeding at Enron, to moral com-
pass. In her now famous August memo, she brought to light what
she saw as accounting improprieties, most noticeably in the Raptor
transactions.

Today she will share with us her observations and concerns that
she raised with Enron executives, most notably Ken Lay, concerns
that fell on deaf ears at the top of the company, while simulta-
neously this one-time Giant fell to its knees.

Mr. Chairman, I can detail, but others have done that. I think
what best details the situation at Enron were the list of songs by
the Texas native who just passed away, Waylon Jennings. One
song might be “I Ain’t Living Long Like This,” “Wanted: The Out-
laws,” “Momma Don’t Let Your Babies Grow Up to be Cowboys,”
or just “Some Good Ole Boys.”

And Andersen could best be described as “Are You Sure Hank
Done it That Way?”

However, Waylon’s ballad “A Good-Hearted Woman” could not
better describe the witness we have before us today. In all serious-
ness, thank you, Sherron, for appearing before us. You are doing
this committee and your fellow Enron employees a great service.

In the New Testament, when Peter stepped out of the boat and
walked on water, the miracle wasn’t the fact that he walked on
water. No, the miracle was that he chose to put his faith in God
and step out of the boat, a boat which was his protection but was
bound to sink in troubled water.

Thank you for choosing to step out of the boat today.

I yield back.

[Additional statements submitted for the record follow:]
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PREPARED STATEMENT OF HON. STEVE LARGENT, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OKLAHOMA

Thank you Chairman Greenwood. As many of you know, this is my last day in
Congress and I want to again, very briefly, thank the Chairman and the other mem-
bers of the committee for their hard work and friendship over the years. Serving
with you has been a high honor and privilege.

When I ran for Congress in 1994 I believed, and still believe, that oversight was
one of the most important functions of Congress. Much of the business of making
sure our government is responsive and efficient happens in this committee. Over the
years, this committee has dealt with many serious issues, but few have been more
distressing, unexpected—and even shocking—than the scandal surrounding the col-
lapse of Enron, the seventh largest corporation in the United States.

This committee has a duty to displaced Enron workers, and to the American peo-
ple, to connect as many dots as possible so we can determine what happened in this
collapse and take whatever steps are necessary to ensure that something like this
does not happen again. In the course of these hearings, as we try to untangle what
appears to be a web of deceit, we may determine that this drama is nothing more
than a story of simple robbery. It does appear, at this point, that Enron’s collapse
was not brought about by anything other than those in the company who carefully
constructed their own house of cards. Yet, I have full confidence that this committee
will, in a careful and measured way, scour the laws that may have been cir-
cumvented or disobeyed and tighten them so this type of fiasco can be avoided in
the future.

Again, I thank the Chairman and the other members for their friendship and
dedication to serving the public on this committee. I look forward to hearing today’s
testimony and, in particular, I want to commend Mr. Sherron Watkins for her cour-
age in coming forward with her statement.

PREPARED STATEMENT OF HON. W.J. “BILLY” TAUZIN, CHAIRMAN, COMMITTEE ON
ENERGY AND COMMERCE

Chairman Greenwood, your and the staff’s diligence in conducting these hearings
must be commended. Although we have much more hard work ahead of us, there
should be no question that this Subcommittee’s investigation into Enron’s financial
collapse has begun to reveal what happened here and is serving a great public serv-
ice.

Let me also note that the Committee continues to move on other fronts to exam-
ine whether legislative remedies are in order.

Earlier this morning we began our Commerce, Trade, and Consumer Protection
Subcommittee hearing, which is examining whether current financial accounting
standards sufficiently protect investors. Yesterday, we held an Energy and Air Qual-
ity iubcommittee hearing that examined the impact of Enron’s collapse on energy
markets.

Yesterday’s energy hearing revealed a fact that underscores a point I want to
make about today’s hearing. In the energy hearing, we learned that, for all its size
and market power, Enron ultimately had little effect on energy markets when it
dramatically failed; the marketplace quickly adjusted, supplies were not signifi-
cantly disrupted, neither were energy prices. This was some good news amidst all
the sad news.

Our O&I hearing, which today marks its third day of testimony focused on Enron,
has revealed a deceptively simple lesson: that self-interested individuals—working
in an ill-managed environment—were able to construct self-enriching schemes that
effectively destroyed a company. This, in many respects, was an aberration, cer-
tainly not representative of how most companies and corporations operate in Amer-
ica, and certainly not representative of everybody who works in such companies.

This morning, we have before us Sherron Watkins, one of several senior Enron
employees we have come across in our investigation who attempted to call attention
to these questionable partnerships and sham dealings. This, too, is a good news
story, because it shows that, even among the culture of greed and corruption that
appears to have permeated so many within Enron’s management, there were loyal,
honest employees who attempted to stand up and put matters right. It seems, in
the case of Enron, that there were not enough of these people in positions of influ-
ence. Clearly those at the top, or in senior management, did not stand up.

But I believe we should acknowledge that some senior employees did not try to
hide matters; they did not shirk their duty to the company; they did not work to
deceive the investing public. To the contrary, they stood up for their company, their
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fellow employees, and the investing public, at great personal risk. They did the right
thing, when i1t would have been so easy to close their eyes to it all.

Ms. Watkins, as Chairman Greenwood pointed out, was so concerned about what
she saw in Enron’s dealings with these related partnerships that she went to the
person in charge of it all, Chairman and CEO Ken Lay, believing that would save
the company.

Her communication did set off action and inquiry within the company, but these
were not enough to correct matters—indeed some action aimed to hide matters fur-
ther from public view. This morning I look forward to learning more about the peo-
ple involved in these decisions. These are people who, we now understand, did not
believe Ms. Watkins, or who minimized her complaints. I look forward to discussing
some of this with her this morning.

In an interview with Committee investigators, Ms. Watkins has indicated that
there are more widespread financial shenanigans that have yet to be reported. Also,
it turns out she was more active in communicating concerns to the top than had
previously been realized. I look forward to learning more about her late October con-
Vellisations with Mr. Lay and other individuals—conversations on the eve of Enron’s
collapse.

Ms. Watkins, welcome. I appreciate your cooperation with this Committee and
hope your testimony will help us get even closer to the truth.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes himself for 10 minutes for questions.

Ms. Watkins, when you and I—oh, I am sorry. I am sorry. It is
a good thing we have staff here. Ms. Watkins, you are aware that
this committee is holding an investigative hearing, and when hold-
ing an investigative hearing it is our practice to take testimony
under oath. Do you have any objections to taking your testimony
under—giving your testimony under oath today?

Ms. WATKINS. No, I don’t.

Mr. GREENWOOD. Okay. The Chair then advises you that under
the rules of this committee, and the rules of the House, you are en-
titled to be advised by counsel. Do you choose to be advised by
counsel today?

Ms. WATKINS. Yes, I do.

Mr. GREENWOOD. And would you identify your counsel for me?

Ms. WATKINS. Mr. Philip Hilder.

Mr. GREENWOOD. Okay. Sir, would you spell your last name,
please?

Mr. HILDER. Hilder, sir. H-I-L-D-E-R.

Mr. GREENWOOD. Thank you.

In that case, if you would please rise and raise your right hand,
I will give you the oath.

[Witness sworn.]

Mr. GREENWOOD. You may be seated. You are under oath, and
you are recognized for your opening remarks. You probably want
to pull that microphone over to you, and it is fairly directional.

TESTIMONY OF SHERRON WATKINS, VICE PRESIDENT OF
CORPORATE DEVELOPMENT, ENRON CORPORATION

Ms. WATKINS. Okay. Good morning, Mr. Chairman, members of
the subcommittee. I am Sherron Watkins. And thank you for the
opportunity to address the subcommittee this morning.

Mr. GREENWOOD. Pull it up a little closer and speak right into
it. There you go.

Ms. WATKINS. I am currently employed at Enron Corporation as
a Vice President. By way of background, I hold a master’s degree
in professional accounting from the University of Texas at Austin,
and I have been a certified public accountant since 1983.
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I began my career in 1982 at Arthur Andersen as an auditor. I
spent 8 years at Andersen in both the Houston and New York of-
fices. I joined New York-based MG Trade Finance in 1990 to man-
age their portfolio of commodity-backed finance assets. I held that
position until October 1993.

In October 1993, I was hired by Mr. Andrew Fastow and moved
back to Houston to manage Enron’s newly formed partnership with
CalPERS, the California Public Employee Retirement System. The
partnership was the Joint Energy Development Investments Lim-
ited Partnership, or JEDI. I held the JEDI management portfolio
position until the end of 1996.

From 1997 until early 2000, I worked for Enron International,
primarily in the mergers and acquisitions group, which is also
known as the corporate development group. In early 2000, I trans-
ferred to Enron Broadband Services. I worked there until June of
2001 in a variety of roles.

In mid to late June of 2001, I went to work directly for Mr.
Fastow, assisting in the corporate development work that had been
put under his supervision after Cliff Baxter resigned in May of
2001. T worked for Mr. Fastow in this new role until late August
2001. T have since been reassigned into the human resources group
with a variety of assignments.

While working for Mr. Fastow in 2001, I was charged with re-
viewing all assets that Enron considered for sale and determining
the likely economic impact of sale. As part of the sale analysis, I
reviewed the estimated book values and market values of each
asset.

A number of assets were hedged with an entity called Raptor.
Any asset that was hedged should, for the most part, have a
locked-in sales value for Enron, meaning that despite current mar-
ket prices Enron should realize the hedged price with Raptor. It
was my understanding that the Raptor special purpose entities
were owned by LJM, the partnership run by Mr. Fastow.

In completing my work, certain Enron business units provided
me with analyses that showed certain of the hedged losses that had
been incurred by Raptor were actually coming back to Enron. The
general explanation was that the Enron stock backstopping the
Raptor hedge had declined in value such that Raptor would have
a shortfall and would be unable to fully cover the hedge price that
it owed to Enron.

I was highly alarmed by the information I was receiving. My un-
derstanding as an accountant is that a company could never use
its own stock to generate a gain or avoid a loss on its income state-
ment. I continued to ask questions and seek answers, primarily
from former co-workers in the global finance group, or in the busi-
ness units that had hedged assets with Raptor. I never heard reas-
suring explanations.

I was not comfortable confronting either Mr. Skilling or Mr.
Fastow with my concerns. To do so I believed would have been a
job terminating move.

On August 14, 2001, I was informed of Mr. Skilling’s sudden res-
ignation and felt compelled to inform Mr. Lay of the accounting
problems that faced Enron. I sent Mr. Lay an anonymous letter on
August 14, 2001, in response to a request for questions for an up-
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coming all-employee meeting to be held August 16 to address Mr.
Skilling’s departure.

At the all-employee meeting, Mr. Lay commented that our vi-
sions and values had slipped, and that if any employee was truly
troubled by anything at Enron, please bring those concerns to him
or any number of the top management, including Cindy Olson,
Steve Kean, and others.

On August 16, I met with Ms. Olson to show her a copy of the
letter and discuss it with her. She encouraged me to meet with Mr.
Lay personally. Since Mr. Lay was traveling through the rest of the
week, she said the meeting would probably take place the week of
August 20.

I was concerned that Mr. Lay was planning to fill the Office of
the Chair over the weekend and that he might choose Mr. Fastow
or Rick Causey, the Chief Accounting Officer. To voice my concerns,
I met with Rex Rogers, Enron’s Associate General Counsel, on Fri-
day, August 17, 2001. I provided Mr. Rogers with a version of the
anonymous letter as well as two additional memos, all of which are
part of the seven pages that this committee discovered in mid Jan-
uary 2002.

On Monday, August 20, 2001, Mr. Lay’s assistant scheduled a
meeting for me to meet with Mr. Lay that following Wednesday,
August 22, 2001. I subsequently held discussions with a former
mentor at Andersen, James Hecker, and a long time friend and co-
worker, Jeffrey McMahon, to vet my concerns before my meeting
with Mr. Lay.

I met with Mr. Lay on the afternoon of Wednesday, August 22,
2001. The meeting lasted just over one half hour. I provided him
with five memos I had drafted to help explain the problems facing
the company. These five memos constitute the seven pages this
committee discovered and subsequently disclosed on January 14,
2002. Additionally, I provided Mr. Lay an analysis of the Raptor
entity economics and a presentation prepared by Enron’s risk as-
sessment and control group.

I primarily used the memo titled “Summary of Raptor Oddities”
as talking points with Mr. Lay. My main point to Mr. Lay was that
by this time Raptor owed Enron in excess of $700 million under
certain hedging agreements. My understanding was that the
Raptor entities basically had no other business aside from these
hedges. Therefore, they had collectively lost over $700 million.

I urged Mr. Lay to find out who lost that money. If he discovered
that this loss would be borne by Enron shareholders via an
issuance of stock in the future, then I thought we had a very large
problem on our hands. I gave Mr. Lay my opinion that it is never
appropriate for a company to use its stock to effect its income state-
ment.

At the conclusion of the meeting, Mr. Lay assured me that he
would look into my concerns. I also requested a transfer as I was
uncomfortable remaining as a direct report to Mr. Fastow.

I intend to fully cooperate with the subcommittee, and I now wel-
come the opportunity to answer any questions the members may
have at this time.

Mr. GREENWOOD. Thank you very much for your testimony, Ms.
Watkins. We all thank you again for being here.
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The Chair recognizes himself for 10 minutes for inquiry.

Ms. Watkins, when we spoke yesterday you described that in
your earlier days working for Mr. Fastow, the special purpose enti-
ties were basically legitimate. They seemed to be garden variety,
securitized entities that were designed to serve legitimate financial
purposes with which you had no qualms. And as you explained,
Condor was one of those early SPEs that fit that category.

As you described your time with the company, it seemed to me
that it was like the story of the frog in the pot on the stove. That
gradually, largely directed by Mr. Fastow, the rules of the game
began to change, and the legitimacy of these entities and partner-
ships began to be stretched until finally we end up with something
like the Raptors, which seem to serve no legitimate, and perhaps
not even a legal, purpose. It seemed to me that the difficulty was
that the corporate culture was slowly acclimated to this transition
from what was quite legitimate, to what was clearly not legitimate.

Let me ask you this specific question. Is it your opinion that the
Raptor transactions were nothing more than sheer income state-
ment manipulation? And if you do think that, why do you say so?

Ms. WATKINS. That is my opinion, and it is my opinion because
true economic risk was not passed to a third party. Raptor owed
Enron in excess of $700 million, and there was not an outside third
party that bore that loss. It was going to be borne by Enron’s
shareholders by an issuance of stock in the future.

Mr. GREENWOOD. Explain how that affected the income state-
ments.

Ms. WATKINS. The Raptor hedges were locking in, supposedly,
sales value that Enron had on equity investments that it had
made. The investments that were probably the more volatile was
the tech investment in Avici and the New Power Company, a start-
up that Enron had done.

Those investments were hedged with Raptor. They had dropped
significantly in value, and in the related party footnote in 2000 it
mentions that Enron had recognized $500 million of revenue from
the special entities’ offsetting of corresponding writedown in the eq-
uity investment portfolio of Enron.

I think that tended to make readers think that it was a $500
million gain offset by a $500 million loss. Therefore, zero impact on
the income statement. However, without the Raptor transactions,
Enron would have had a $500 million loss not covered by any gains
running through the 2000 income statement.

Mr. GREENWOOD. As you came to understand this, prior to your
first meeting with Mr. Lay, did you discuss these concerns with
other employees at Enron?

Ms. WATKINS. As I was doing my work and looking at these as-
sets hedged by Raptor, my concern was that it seemed to be just
common knowledge that the Raptor losses were backstopped by
Enron stock. And an analysis was always looked at, what’s the
value of Enron stock compared to the money Raptor owes us? And
I was shocked that people could explain this to me with no concern
in their voice, like there was some magic structure that Enron and
Andersen had come up with to make this work.
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Mr. GREENWOOD. Did you get the impression, or was it said to
you by others that they thought that this was perfectly legitimate,
or that it was shaky, but everyone is going along with the deal?

Ms. WATKINS. There were people like Mr. McMahon and others
that had expressed concerns about LJM and the transactions
Enron was doing with LJM. But for the most part, people seemed
to think there was some accounting rule that was allowing this to
be acceptable. It was very common knowledge. It wasn’t hidden.

Mr. GREENWOOD. Did you watch Mr. Skilling’s testimony before
this subcommittee last week?

Ms. WATKINS. Yes, I did.

Mr. GREENWOOD. Would you care to comment on how you reacted
as you heard Mr. Skilling describe his awareness or lack of aware-
ness or understanding of these transactions?

Ms. WATKINS. Well, I would like to use Mr. Skilling’s own words
to describe what I thought about his testimony. He was inter-
viewed by Enron’s in-house newsletter in 2001. In the interview,
Mr. Skilling was asked, “What is the best advice you ever re-
i:eived?” And his reply was, “If it doesn’t make any sense, don’t be-
ieve it.”

Mr. GREENWOOD. Did you confront Mr. Skilling himself with this
concern?

Ms. WATKINS. No, sir, I did not.

Mr. GREENWOOD. And why did you not?

Ms. WATKINS. I did not want to do that without the safety net
of a job in hand. I felt like it would be an immediate job termi-
nating move. Frankly, I thought it would be fruitless, that nothing
would happen.

Mr. GREENWOOD. Did you have other experiences, or the experi-
ences of others that led you to believe you might be putting your
job on the line if you were to confront Mr. Skilling, or Mr. Fastow
for that matter, with these concerns?

Ms. WATKINS. Basically, it appeared that the Raptor transactions
had been going on for a number of years. My understanding was
that Mr. Skilling was fully aware of them. He is a very hands-on
manager. I had also heard rumors that people as close to him as
Mr. Baxter had complained to him, and he had done nothing. So
I really felt it was fruitless to go to Mr. Skilling.

Mr. GREENWOOD. Do you think it is possible that Mr. Skilling
was unaware of the nature of these transactions?

Ms. WATKINS. No, I do not.

Mr. GREENWOOD. Could you tell us why you think that is not
possible? He seemed to have forgotten about them.

Ms. WATKINS. He is a very intense, hands-on manager. He was
very involved in Mr. Fastow’s endeavors, and I find it very hard to
believe that he was not fully aware of transactions with Mr.
Fastow’s partnerships.

Mr. GREENWOOD. Now, did Mr. Fastow learn that you had com-
municated your concerns to Mr. Lay?

Ms. WATKINS. I did find out that he found out I was the writer
of the anonymous letters, and that I had also met with Mr. Lay.
I found that out August 30, 2001.

Mr. GREENWOOD. And how did he respond? Did he name you Em-
ployee of the Month?
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Ms. WATKINS. Well, Ms. Olson told me that she and Ken Lay
were both highly alarmed by Mr. Fastow’s reaction. He wanted to
have me fired. He wanted to seize my computer.

Mr. GREENWOOD. He wanted to have you fired? He told people
he wanted to have you fired?

Ms. WATKINS. That is what Ms. Olson told me.

Mr. GREENWOOD. Okay. And he wanted your computer?

Ms. WATKINS. Yes.

Mr. GREENWOOD. And did he obtain your computer?

Ms. WATKINS. He did, but Ms. Olson basically said, “Let me send
you to your office with an IT person. Here is a new laptop. Transfer
whatever files you want on to the new one. Delete whatever ones
you want to on the old one. We will just hand him the hardware.”
She said, “You don’t mind doing that, do you?” And I said, “No, I
don’t.”

Mr. GREENWOOD. So you pulled a fast one on Andy. Let us get
to your face-to-face meeting with Mr. Lay. Could you describe for
the committee how he reacted and what your impression of his re-
action is, and particularly with regard to what extent it seemed to
you, based on his comments, his reactions, that the news that you
were bringing to him was surprising or not surprising, was alarm-
ing or not alarming, and to what extent it seemed to you that he
had an appropriate response that would have convinced you, given
you some comfort that he was, in fact, going to deal with this.

Ms. WATKINS. Well, he tried to put me at ease. He knew this was
probably difficult for me to do, and he recognized that. I handed
him my set of documents and directed him to the Summary of
Raptor Oddities document as a talking point. He seemed to take it
very seriously. In fact, when he read the quote that I put in that
memo about the manager level employee saying we are such a
crooked company, he winced. You know, that seemed a painful
comment to him.

He was aware that these Raptor transactions had been presented
to the Board, but I said my understanding of the way these things
are generally presented, it is high level summaries, and I am not
so certain that the true nature was fully disclosed. And he con-
tended that I might be right, and by the end of the discussion, you
know, he certainly said he would look into it and order an inves-
tigation, and asked me, you know, what could he do for me, which
is when I requested the transfer out of Mr. Fastow’s group.

Mr. GREENWOOD. Okay. My time has expired.

The Chair recognizes the gentleman, Mr. Dingell, for 10 minutes
for purposes of inquiry.

Mr. DINGELL. Mr. Chairman, I thank you. Again, I commend you.

Ms. Watkins, I want to commend you also. I hope you under-
stand these questions are friendly, but our time is limited, so I,
therefore, have to ask them in a way that gives you an opportunity
to answer, where possible, yes or no.

I will be working from a document which is entitled “Outlines of
Points to Discuss with Ken Lay and Jim Derrick.”

Ms. Watkins, you specifically asked that Vinson & Elkins not do
this investigation. That was because they had approved many of
the LJM deals as attorney for Enron, is that correct?
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Ms. WATKINS. Yes, sir, it is.

Mr. DINGELL. Now, I want to refer you to the document that I
have just mentioned. This is a document which was prepared by
Vinson & Elkins on the result of their investigation, and Jim Der-
rick is Enron’s General Counsel, is he not?

Ms. WATKINS. Yes, he is.

Mr. DINGELL. Ms. Watkins, and in this document it says that
Jim Derrick decided not to engage an independent accountant as
you had recommended. Is that correct?

Ms. WATKINS. Yes.

Mr. DINGELL. The caveat on the investigation was that they
should not second-guess the accounting treatment. They would not
do a detailed transaction analysis, and there would be no discovery-
style investigation. Did you know that at this particular time or at
some later time?

Ms. WATKINS. I was not aware that the investigation was being
limited. I met with Vinson & Elkins on September 10 for roughly
3 hours and had no indication that it was a limited investigation.
I only discovered that it was limited when I read their October 15
response, which was not provided to me. I read it off of this com-
mittee’s web page.

Mr. DINGELL. It is fair to say that this, then, was not much of
an investigation, was it?

Ms. WATKINS. I don’t think so.

Mr. DINGELL. Vinson & Elkins said that with all of these caveats
there is no problem, except a cosmetic one, is that correct?

Ms. WATKINS. That is what they concluded.

Mr. DINGELL. And on page 7, Vinson & Elkins tells Ken Lay that
Enron stock is being used to support transactions with Condor and
Raptor. Enron was getting earnings through transactions with
Raptor when it could be argued that there was no third party in-
volved. And because of the falling value of both Enron stock and
asset value, the question was raised as to who bears the loss.

These are exactly the same questions you had asked earlier. Isn’t
that so?

Ms. WATKINS. Yes, sir.

Mr. DINGELL. Now, then, Vinson & Elkins says at page 8 of the
document, “Notwithstanding these bad cosmetics, Enron represent-
atives uniformly stated that Condor and Raptor vehicles were clev-
er, useful vehicles that benefited Enron.” What this says to me,
that everyone—Vinson & Elkins, Ken Lay, Jim Derrick, and all of
the people they interviewed—knew that these were not special pur-
pose vehicles that bore risk. Is that correct?

Ms. WATKINS. It would appear to be so, yes.

Mr. DINGELL. And they knew that they were in bad financial
shape, did they not?

Ms. WATKINS. Yes.

Mr. DINGELL. And they had approved them, had they not?

Ms. WATKINS. Yes.

Mr. DINGELL. So when high level officials say they didn’t know
about these vehicles, can that be true?

Ms. WATKINS. No, they knew about the vehicles.

Mr. DINGELL. Now, what do you think all of these people ex-
pected to happen at this point in September 2001?
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Ms. WATKINS. I think what is interesting to note is that it says
here, “The Raptor vehicles were clever, useful vehicles that bene-
fited Enron.” I think that there was an understanding that Ander-
sen and Vinson & Elkins had blessed these things. When I met
with Rex Rogers on August 17, he said, “Sherron, how could you
possibly be right? Andersen and Vinson & Elkins would not risk
their firms giving us wrong advice. They have blessed these struc-
tures.” And so I think that certain people at Enron thought that
these were complex but clever, and that they were legitimate.

Mr. DINGELL. Now, so here we have a situation where Vinson &
Elkins does—I think they had to—some kind of due diligence, or
gave legal advice to Enron on these matters. Is that not so?

Ms. WATKINS. Yes, sir.

Mr. DINGELL. The accountant was in the similar position, both
as accountant and as consultant, is that not so?

Ms. WATKINS. Yes, that is right.

Mr. DINGELL. So am I fair in inferring from this that their state-
ments about the character of these devices as being of benefit to
Enron was in error?

Ms. WATKINS. Well, a benefit to Enron, if you consider that we
were meeting financial statement targets that we had told investor
analysts, but you can’t meet those targets falsely.

Mr. DINGELL. So they were essentially representing them as
being a benefit in the meeting of targets which could not be met.

Ms. WATKINS. Yes, sir.

Mr. DINGELL. Mr. Chairman, in the interest of time, I would like
to just ask unanimous consent to introduce the document to which
I have referred.

Again, Ms. Watkins, you are a woman of extraordinary courage.
We thank you for your assistance.

Mr. GREENWOOD. Without objection, the document to which the
gentleman from Michigan refers, and all of the other documents in
the binder, will be made a part of the record.

The Chair recognizes the gentleman, Mr. Tauzin, for 10 minutes.

Chairman TAUZIN. Thank you, Mr. Chairman.

First, Ms. Watkins, I apologize that we scheduled this hearing on
Valentine’s Day. We want to wish you Happy Valentine’s Day.

Ms. WATKINS. Thank you.

Chairman TAUZIN. I want to refer to the document which you
handed Ken Lay on October 30. That document has been widely
publicized in the last several days. Some have characterized it as
an attempt to describe a public relations effort to help the company
through this problem.

I want you to tell me whether the facts outlined in that docu-
ment, to your best knowledge and belief, are true.

Ms. WATKINS. Yes, sir. I was providing this to Mr. Lay as a con-
cept on public relations. However, I felt it was a truthful public re-
lations strategy, and it was something I felt should be said.

Chairman TAUZIN. The things you recommended that Mr. Lay
say and do are based upon facts in this document that you believe
to be true.

Ms. WATKINS. Yes, I do believe that Mr. Skilling and Mr. Fastow,
along with two very well respected firms, did dupe Ken Lay and
the Board.
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Chairman TAUZIN. You say that, “As CEO, Mr. Lay relied upon
his COO, Mr. Skilling, as well as CFO Fastow and CAO Causey,
to manage the details.” Is that correct?

Ms. WATKINS. Yes.

Chairman TAUZIN. Is that accurate? Was Mr. Skilling expected
to manage the details of these transactions?

Ms. WATKINS. From all the records and the presentations that I
have reviewed, Mr. Skilling was supposed to be an integral part of
the controls and the review process with the LJM transactions.

Chairman TAUZIN. Did you see Mr. Skilling’s testimony last week
before this committee?

Ms. WATKINS. Yes, sir, I did.

Chairman TAUZIN. Did you specifically hear his testimony re-
garding the LJM approval sheets?

Ms. WATKINS. Yes, I did.

Chairman TAUZIN. Now, he testified that he never saw these
sheets and he was not required to sign them. That is why he didn’t
sign them. Is it your testimony that he, in fact, knew about these
sheets?

Ms. WATKINS. Well, all I can speak to is that it was Enron’s very
strict policy, when completing transactions and deals, to have deal
approval sheets, and there was never a name put on the approval
block that was not required. And I don’t ever remember an in-
stance where signatures were not obtained for every person listed.

Chairman TAUZIN. So that if Mr. Skilling’s name consistently ap-
pears on the sheets, but it remains unsigned, it was not because
he was not obligated to sign it. It was because he just didn’t sign
it.

Ms. WATKINS. That is correct.

Chairman TAUZIN. Is that correct?

Ms. WATKINS. That would be my understanding of our very strict
procedures, yes.

Chairman TAUZIN. Were those procedures that Mr. Skilling
would have understood?

Ms. WATKINS. Yes.

Chairman TAUZIN. You say also in the memo that Mr. Lay
should admit that he trusted the wrong people. Are you saying that
Mr. Lay was wrong to trust Mr. Skilling and Mr. Fastow and Mr.
Causey with these details?

Ms. WATKINS. Yes, sir. I do believe they misserved Mr. Lay, the
Board, Enron, and its shareholders.

Chairman TAUZIN. In fact, you go on to say that Ken Lay and
his Board were duped by a COO who wanted the targets met no
matter what the consequences, a CFO motivated by personal greed,
and two of the most respected firms—Arthur Andersen and Com-
pany and Vinson & Elkins—who had both grown too wealthy off
Enron’s yearly business and no longer performed their roles as Ken
Lay, the Board, and just about everybody on the street would ex-
pect as a minimum standard for CPAs and attorneys. Do you be-
lieve that statement to be true?

Ms. WATKINS. Yes, sir, I do.

Chairman TAUZIN. You say further on the culprits are Skilling,
Fastow, Glisan, Causey, as well as Arthur Andersen and Vinson &
Elkins. Do you believe that statement to be true?
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Ms. WATKINS. Yes, sir, I do.

Chairman TAUzIN. Now, in Mr. Skilling’s testimony, he very spe-
cifically denied any knowledge that in these transactions Enron
Corporation had not properly transferred the risk to cover the
losses. Do you believe that statement to be true?

Ms. WATKINS. No, I do not. Mr. Skilling was a great proponent
of looking to the markets to make sense of a transaction. And I
doubt we could have hedged these volatile stocks with any true un-
related third party at the prices that we were actually able to ob-
tain from Raptor.

Chairman TAUZIN. Is it your testimony, then, that Mr. Skilling
must have known about the details of the Raptor transaction to
know that risk had not transferred?

Ms. WATKINS. It is my opinion that he was probably aware that
we could not have transacted at those prices with an unrelated
third party, and the only reason Mr. Fastow was transacting with
Enron through the Raptor transactions at those prices for volatile
stocks was that Mr. Fastow could not lose money and he was back-
stopped by Enron stock.

Chairman TAUZIN. Now, Ms. Watkins, you made it as clear as I
have ever seen anybody make it. You basically outlined for Mr. Lay
what would happen if he did the right thing—he cleaned up this
mess, reported correctly to his stockholders and investors, if he got
rid of the culprits, and if he made these public statements on be-
half of the corporation that he, in fact, was going to do everything
to say his company.

And that if he didn’t take that advice, you told him, “The worst
is going to happen. It is going to happen anyhow. And Mr. Lay will
be more implicated in this than is deserved.” What did you mean
by that?

Ms. WATKINS. Mr. Lay was back at the helm as CEO, and it is
my humble opinion that he did not understand the gravity of the
situation the company was in.

Chairman TAUZIN. Now, you explained to him, as the Chairman
has outlined, in rather detailed form, what you thought was wrong
with Raptors, what you thought was wrong with these trans-
actions. Did he understand the gravity, the implications, of what
you were telling him, in your opinion?

Ms. WATKINS. In my opinion, I don’t think he did. And I have
that opinion because at an October 23 all-employee meeting to dis-
cuss the writedowns that had occurred in the third quarter there
were several questions about Raptor and about the LJM trans-
actions.

And Mr. Lay likened the problem the company was now facing
to a 1980’s problem when the Peruvian government nationalized an
oil company Enron had to a J-block problem Enron had in 1997.
And I don’t think an accounting manipulation problem is in any
way related to a

Chairman TAUZIN. You are saying he didn’t get it.

Ms. WATKINS. No, I don’t

Chairman TAUZIN. He didn’t get it. Now, as I understand your
memo to him, you are basically telling him that these officials of
his corporation were engaging in improper activities, were doing it
in a way that he and his Board were being duped, kept in the dark.
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Who had the power to protect those people from discovery from Mr.
Lay and his Board? Who had the power to allow these activities to
go forward, by all of these employees, including investing them-
selves in some of these outside partnerships and entities at great
profit? Who had the power to let all of that happen and keep that
information from the Board and Mr. Lay all that while?

Ms. WATKINS. My opinion would be that would be Mr. Skilling.

Chairman TAUZIN. And, finally, Ms. Watkins, I refer you to the
document entitled “Lessons Learned,” Tab 8. In that document
there are three points—recognize the accounting hedge versus an
economic hedge, corporation should consider hedging assets in
Raptor to minimize credit capability/volatility, the new Raptor
structure transferred risk in the form of stock dilution. Did you
show this document to Mr. Lay?

Ms. WATKINS. Yes, I did.

Chairman TAUZIN. Now, it contains some handwriting. Whose
handwriting is that?

Ms. WATKINS. That is my handwriting.

Chairman TAUZIN. The handwriting basically says to the final
point, there it is. That is the smoking gun. You cannot do this.
What did this mean?

Ms. WATKINS. Well, my concern was that this was a document
Enron had produced. It was well known. What that bullet point is
trying to say in plain English is that the new Raptor structure
transferred income statement equity investment risk in the form of
stock dilution. And you can never use your stock to affect the in-
come statement.

Chairman TAUZIN. You just——

Ms. WATKINS. You can’t do that.

Chairman TAUZIN. [continuing] can’t do that legitimately, legally.

Ms. WATKINS. That is correct.

Chairman TAUZIN. Where did you get this document?

Ms. WATKINS. From the risk assessment and control group run
by Mr. Richard Buy.

Chairman TAUZIN. And if I may, what was Mr. Lay’s reaction to
this document when you showed it to him?

Ms. WATKINS. He was concerned. He was concerned with every-
thing I was telling him.

Chairman TAUZIN. There is another note you wrote on the second
point. “The corporation isn’t Raptor. How could corporation con-
sider anything at Raptor?” What did you mean by that?

Ms. WATKINS. Well, the bullet point just says the corporation
should consider hedging assets in Raptor to minimize, you know,
some problems. And if Raptor is supposed to be Mr. Fastow’s com-
pany, then it is Mr. Fastow’s problem. Why should Enron Corpora-
tion

Chairman TAUZIN. Not the corporation.

Ms. WATKINS. [continuing] consider anything there? Exactly.

Chairman TAUZIN. Even with this, you still say he didn’t get it?

Ms. WATKINS. I don’t think so.

Chairman TAUZIN. Thank you, ma’am.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from Florida, Mr. Deutsch, for 10 minutes.
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Mr. DeuTscH. Thank you, Ms. Watkins. Someone reading
through Enron’s statements, would they have a perspective that
those statements fairly represent the status of the company prior
to the bankruptcy?

Ms. WATKINS. I don’t think so. I think that related party footnote
is wholly inadequate in describing the transactions with Mr.
Fastow’s partnerships.

Mr. DEuTscH. Okay. So I think all of us would probably agree
with what you just said. How was that able to happen? How were
we able to get to the seventh largest company in America under
what we consider general accounting principles that those state-
ments are supposed to fairly represent what is going on in the com-
pany? And you and me and I think anyone who has looked at this
would come to the same conclusion that they do not. How did that
happen?

Ms. WATKINS. It is inconceivable, and I don’t understand how it
happened.

Mr. DEUTSCH. I mean, obviously, it happened. I mean, at some
point in time someone had to have had discussions between people
at Enron and their accountants, Arthur Andersen, and their attor-
neys, Vinson & Elkins. I mean, are you aware of discussions that
would have allowed it to happen?

Ms. WATKINS. I can really just point to what Mr. Stupak said in
the emperor’s new clothes. There were swindlers in the emperor’s
new clothes discussing the fine material that they were weaving.
And I think Mr. Skilling and Mr. Fastow are highly intimidating,
very smart individuals, and I think they intimidated a number of
pg(l)ple into accepting some structures that were not truly accept-
able.

Mr. DEUTSCH. This is somewhat of a side light, but I think some-
thing significant. At the time that you were obviously aware of
what was going on, I mean, that the statements of the company did
not reflect, in fact, huge losses in the billions of dollars, so what
the value of Enron was was—as reflected in its stock price was not
its true value. And there were people, obviously, in Enron that
knew about this.

And, apparently, what we know—and I am trying to get a copy
at this point, but it is a public domain at this point—that effec-
tively dozens of management people were selling hundreds of mil-
lions of dollars worth of stock at this period of time.

So, obviously, people knew what was going on, because my recol-
lection is that there was only one actual purchase with, you know,
dozens of sales. Was that the sort of culture of what was going on
in terms of the inside management at this point in time? Under-
standing, in fact, what you uncovered and what we know now, that
the value was not—that the liability of these Raptors was not re-
flected in the statements.

Ms. WATKINS. It is hard for me to say about executives who sold
stock, because so many of them thought that somehow or other this
was legitimate. I am

Mr. DEUTSCH. Legitimate, but they also knew that there was an
actual loss out there, and legitimate also that it seems as if every-
one understood that the partnership could never make good on that
loss. So there was—so people who actually understood the partner-
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ships understood that eventually that loss was going to come back
to Enron.

I mean, it might have been legal, but as a practical matter, in
terms of the value of the company, I can’t imagine how they
wouldn’t know that that—there was going to be a day of reckoning
at some point in time.

Ms. WATKINS. You could be right. I can’t really speculate. Enron
is a very arrogant place, with a feeling of invincibility. And I am
not certain people felt like it was that imminent. They just felt like
Mr. Fastow, along with the accountants, would come up with some
magic in the future.

Mr. DEuTSCH. Was there any thought at all—I mean, because,
again, I guess what I am hearing you say and when I look at it
at this point, is that anyone—and I don’t think you had to be a
Harvard MBA at this point or an Arthur Andersen partner to un-
derstand that there were liabilities that were not reflected in the
balance sheet of the company, huge liabilities, in the billions of dol-
lars.

And if you knew that and the market and the transparency in
the public markets, you knew the stock was going to go down at
some point. Was there any concern at all for shareholders for em-
ployees that 100 percent of their life savings in 401Ks to retired
people throughout the country who had investments in Enron stock
who really have been devastated by this collapse of Enron? And
was there any thought, any discussion, what this would mean to
actual shareholders?

Ms. WATKINS. I never heard any discussions.

Mr. DEUTSCH. Did you have any sense at all that there was any
concern for shareholders at all?

Ms. WATKINS. I don’t recall any discussions of concerns like that.

Mr. DEUTSCH. You have testified, and, you know, you have used
the word I guess “improper.” I feel comfortable using the word “ille-
gal,” because—and, you know, I guess sometimes I debate whether
to go into, you know, what level of detail in terms of these trans-
actions. But I think we have to go into some detail really to under-
stand them and also for—just to have it on the record in this sense.

The hedging, okay, Avici—all right. That would have been a nor-
mal business decision. What was the original investment of Avici?
Do you know the detail?

Ms. WATKINS. I don’t have exactly what was originally——

Mr. DEUTSCH. Do you have a ballpark number?

Ms. WATKINS. I really don’t. I think it was under $10 million.

Mr. DEUTSCH. Okay. And what was it—what was the price when
the hedge was put into effect, the value, the——

Ms. WATKINS. I believe around $166 or $170 a share.

Mr‘.? DEUTSCH. So the value was $166 million at that point? Or
more?

Ms. WATKINS. Enron’s value was probably in excess of $150 mil-
lion by then.

Mr. DEUTSCH. Okay. So the idea was to hedge that increase. And
what you have said and what you have testified to is, first of all,
could they have gone to a legitimate third party, an investment
bank, to buy—a derivative to buy a put for that—for the strike
price? I mean, was that available?
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Ms. WATKINS. I believe we had some hold restrictions on the
stock, but probably there were some transactions, derivative trans-
actions, that were available to us from unrelated parties.

Mr. DeuTscH. Okay. And, again, just to kind of walk through
this specific transaction, so in a ballpark number, what would an
unrelated third party ask for to sell that type of put to lock in that
gain? Just a ballpark number.

Ms. WATKINS. Well, I don’t think you could have locked it in at
that $170 price.

Mr. DEUTSCH. Right.

Ms. WATKINS. There would have been a significant haircut to
that price.

Mr. DEUTSCH. Right. Can you use real numbers?

Ms. WATKINS. As much as, I would say, 30 or 40 percent.

Mr. DeuTscH. Okay. And that strike price would be at what
number?

Ms. WATKINS. Probably more like $120 or $110, maybe even
lower. I am——

Mr. DEUTSCH. Okay. And then, what was the price that was sold
by the partnership, by the Raptor?

Ms. WATKINS. I don’t believe that we have sold it. I believe Avici
is selling for somewhere——

Mr. DEUTSCH. No, no. The put. The——

Ms. WATKINS. Oh, I think $170 a share.

Mr. DEUTSCH. No, no. But what was the—what did it cost Enron
to buy it from this partnership?

Ms. WATKINS. I am not familiar exactly what those details.

Mr. DEUTSCH. Ballpark about?

Ms. WATKINS. Well, I don’t know exactly how the Raptor puts or
fees were paid. I do know that approximately $35 million went to
Mr. Fastow or went to LJM out of the Raptors, and that that was
supposedly representing fees. But that was for all of the hedges.

Mr. DEuUTSCH. Right. And I guess this is where, you know, I
think that, you know, we have crossed the line of illegal activity,
because what I hear you saying is that that transaction that you
just described, which was one of many transactions, and basically
there was this sort of cookie cutter of locking this in, and what ap-
pears to have happened is Arthur Andersen and Vinson & Elkins
basically gave approval for this cookie cutter in terms of basically
locking in value. You lock in the gain on the balance sheet as a
gain. Then you basically have this sham transaction, and that’s the
whole point.

What you seem to be absolutely, I think, convinced of, and what
I am as well, is that if a third party would have sold it at a market
price, and this sort of partnership which was headed by the CFO
of the company, Mr. Fastow, as, you know, head of the general
partnership, as the general partner, basically selling it to yourself.
And it is at a different price than a third party price.

By definition, you know, it is not an arms length transaction. I
mean, by definition. If the price is so significantly different, that
is No. 1. And, No. 2, what is absolutely clear—and I think, you
know, just trying to elaborate on this a little bit, getting into some
of the details—that there really—the transaction never really ex-
isted, because as opposed to guaranteeing the gain this general
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partnership—no one in this transaction ever—I mean, ever con-
templated that the general partnership could ever guarantee the
gain.

I mean, it could only guarantee the gain if the stock went up and
Enron’s stock went up. Is that accurate?

Ms. WATKINS. Yes, it is. The saying around Enron was that
heads Mr. Fastow wins, tails Enron loses.

Mr. DEUTSCH. And that obviously is not a transaction.

Ms. WATKINS. No.

Mr. DEUTSCH. That is not a business transaction. I mean, that
is not a transaction that—I mean, could you contemplate in any
shape, manner, or form that there was a business purpose?

Ms. WATKINS. No. Other than making sure those losses were not
borne by Enron’s financial statements, which is not economic.

Mr. GREENWOOD. The time of the gentleman has expired.

The Chair would note the presence of the gentleman from Okla-
homa, Mr. Largent, and would also note that this is his last day
as a member of the U.S. House of Representatives. He has long
been a valued, respected, and I would say admired member of this
committee. We have valued his contribution. I understand that the
gentleman does not have time to inquire, or he does?

Mr. LARGENT. Mr. Chairman, all I wanted to do is ask unani-
mous consent to submit my opening statement for the record.

Mr. GREENWOOD. Without objection, the gentleman’s opening
statement will be part of the record, and the Chair and the com-
mittee wishes him well in his future endeavors and recognizes the
gentleman from North Carolina, Mr. Burr, for 10 minutes to in-
quire.

Mr. BURR. I thank the Chair. We will miss Steve Largent.

Sherron, once you started to look for the problems, how long did
it take you to identify the degree of problems that existed in some
of these transactions?

Ms. WATKINS. Actually, not very long. I did know from the foot-
note that Enron had recognized $500 million of revenue in 2000
from the Raptor hedging transactions. $500 million is a significant
number when you look at our net income for 2000. As soon as I
discovered that the losses at Raptor were backstopped by Enron,
and that is the way the structure worked, I knew we had a very
large problem.

Mr. BURR. Could anybody charged with a review of what took
place in these partnerships have missed it?

Ms. WATKINS. I don’t think so, and I was highly alarmed that
this had occurred and been allowed to go on for so long.

Mr. BURR. Did you feel like the letter that you had sent to Mr.
Lay really did lay out a blueprint of what people should look at if
they were outside concerns looking in at these transactions?

Ms. WATKINS. Yes, I did.

Mr. BURR. Let me go to the Vinson & Elkins—I think this was
a preliminary outline that they used that Mr. Dingell just put in
the record. It was used to discuss—to be a discussion draft with
Mr. Lay and Mr. Derrick. And, specifically, I want to go to item D,
caveats, first one. And in that it says, “No second-guessing of ac-
counting treatment by AA.” Interpret that for me if you will.
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Ms. WATKINS. That they did not want Vinson & Elkins to make
any—or give any opinions regarding whether the accounting treat-
ment was proper, just assume that it was.

Mr. BURR. Let me move to your meeting with Mr. Lay I think
on August 22. You said you spent almost an hour. He seemed sur-
prised by a lot of the things. But he made some commitments to
you to look into it, didn’t he?

Ms. WATKINS. Yes, he did.

Mr. BURR. Having left that meeting, was there ever an exception
that Mr. Lay made relative to these accounting discrepancies that
you raised, that he wasn’t going to look at those but he might look
at something else?

Ms. WATKINS. No. I understood that he was going to try to get
to the bottom of my concerns.

Mr. BURR. Is there any way that what you shared with him could
have been heard in a way that you could do an independent review
of these transactions, leaving out second-guessing accounting treat-
ment and believe that you could fully understand what you had
raised with him?

Ms. WATKINS. No. The point is the accounting treatment. The
point is the accounting disclosures in the footnotes to the financial
statements.

Mr. BURR. When you left that meeting with Ken Lay, did it ever
cross your mind that they would turn to somebody who already had
a relationship with Enron, be it Vinson & Elkins or Andersen, to
actually do the review of their own work?

Ms. WATKINS. I didn’t think they would choose V&E. I was
slightly—well, more than slightly disappointed to find out that they
subsequently did choose Vinson & Elkins to conduct the investiga-
tion.

Mr. BURR. Did Mr. Lay stress with you that he would have a re-
view done that was independent or that was thorough?

Ms. WATKINS. He stressed that he would get to the bottom of it.
He would look into my concerns. He didn’t really go into detail as
to what he was going to do to do that.

Mr. BURR. Well, I think that this discussion outline for the meet-
ing really lays out the no second-guessing of accounting treatment
by Arthur Andersen, no detailed transaction analysis. And it seems
that V&E was given very specific instructions, “We need you to
produce a report. We need you to stamp it okay. But don’t raise
any questions about any of these things that have been brought to
our attention.” Is that pretty much what he did?

Ms. WATKINS. Well, it appears from this V&E document that
they had a very limited scope.

Mr. BURR. Sherron, prior to the release of V&E’s final report,
they briefed you orally, I think on 10/16. Is that correct?

Ms. WATKINS. I think they had issued their report. I had not
seen it. I didn’t see it until this year. They briefed me after the
earnings release that morning.

Mr. BURR. And was that the first time that you knew that Vin-
son & Elkins had turned to Arthur Andersen to play a part in their
review of the accounting discrepancies that you had raised that
they had already signed off on?
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Ms. WATKINS. Yes, that is—it was roughly a 2-hour meeting
where Joe Dilg and Max Hendrick went through how they had con-
ducted their investigation. The reason they said that they chose to
have Arthur Andersen relook at their own work was in the interest
of time, that the company wanted a speedy response, and no other
accounting firm could get up to speed on these transactions very
quickly.

But they also told me other things that—where they had limited
their investigation despite suggestions that I had given them on
September 10 when we had initially met for 3 hours at the begin-
ning of the investigation.

Mr. BURR. What was your reaction to that?

Ms. WATKINS. I was highly alarmed. I did not think it was good
advice for Mr. Lay. They told me that, you know, the conclusion
was the accounting was appropriate when done. The cosmetics
were bad, but it was appropriate. And I felt like that was—espe-
cially since I knew that we had unwound these transactions and
written off $1.2 billion in shareholder equity that very morning, we
happened to close that day at $33 a share, about the same price
we had opened with that morning. But my concern was that wasn’t
going to stick.

I gave it less than a 5-percent probability that this was going to
go quietly, and I was highly concerned that not only had the Ti-
tanic hit the iceberg, but we were already tilting.

Mr. BURR. Is it safe to say you didn’t feel like the commitment
that Mr. Lay had made to you to get to the bottom of it had suc-
cessfully been accomplished?

Ms. WATKINS. Yes, that is correct. I did not feel that.

Mr. BURR. Sherron, one last question if I can, and it really deals
with Enron management and their interaction between themselves
and their audit firm. Are you aware at any point in that relation-
ship, as these partnerships were created or as they fell, where
Enron management in any way, shape, or form used anything per-
suasive to encourage Andersen to turn their head or shut their
eyes at the structure or the outcome of these partnerships?

Ms. WATKINS. I don’t think it was a turn the head kind of deal.
Mr. Rogers, when I met with him August 17, he did say, “Well, you
know, we push our internal accountants quite hard.” He mentioned
we probably push our outside auditors pretty hard. So he seemed
to indicate that there was probably a lot of pressure that Enron put
on Andersen to accept the structures that Enron was developing
around the Raptor vehicles.

Mr. BURR. And given the timing of the V&E briefing with you,
which was 10/16, which was close to that financial reporting period,
can you share with me what V&E said about the 10/16 earnings
release?

Ms. WATKINS. About the earnings release itself?

Mr. BURR. About that current earnings release, what they said
on 10/16. Did they address the earnings release?

Ms. WATKINS. Well

Mr. BURR. I think it was a press statement that went out, and
I think there was the announcement of the $577 million——

Ms. WATKINS. We had a press release that we had unwound
some of the LJM transactions and taken these writeoffs and reduc-
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tions of shareholders equity in the third quarter. It was my opinion
that we should restate, and Mr. Dilg responded, “Do you really
thiglk Mr. Lay should ignore the advice of his counsel in this mat-
ter?”

Mr. BURR. Given that you are going through a release from
Enron with a $577 million adjustment, and a writedown of $1.2 bil-
lion in shareholder equity, how is that consistent with the report
that V&E’s briefing you on that there is no problems?

Ms. WATKINS. Well, it was very surprising to me. I said, “Well,
if you told Mr. Lay that the accounting was appropriate, why did
we unwind these deals? Why take $1.2 billion writedown to equity
if these deals are okay?” And their reply to me was that, “Well,
that was a business decision. I believe Mr. Lay felt like that these
transactions were a distraction from core business, and he just de-
cided to unwind them.”

Mr. BURR. Sherron, thank you very much. I yield back.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from Michigan, Mr. Stupak, for 10 minutes.

Mr. STUPAK. Thank you, Mr. Chairman.

Ms. Watkins, thanks again for coming. Let me pick up a little bit
where Mr. Burr just left off. In the financial statement, there was
pressure there to approve these special SPEs and these trans-
actions. And you said—the question about Enron putting pressure
and you said, “Well, I am sure there is pressure on the internal
auditors and external auditors.”

But before a financial statement goes public, doesn’t Arthur An-
dersen have at least a fiduciary responsibility to say, “This ain’t
right. It is not going in a financial statement before it is put out
to the public?”

Ms. WATKINS. My understanding as a former accountant is that
it is an odd situation. The accounting industry is paid by compa-
nies requesting their services, but an accounting firm is supposed
to keep their eye on who is relying on their opinions. Outside inves-
tors are relying on their opinions. That is who they are there to
protect, and they make an opinion that these financial statements,
including the footnotes, fairly represent the financial condition of
the company.

Mr. STUPAK. And if these transactions are questionable, that may
not fairly accurately represent the financial condition of the com-
pany. And they really have the ultimate responsibility before it is
released to the public to say yes or no to putting this in. Is that
a fair statement?

Ms. WATKINS. Yes, that is correct.

Mr. StUuPAK. How about Vinson & Elkins, would they have the
same kind of responsibility on the financial statements?

Ms. WATKINS. I don’t think law firms necessarily have the same
responsibility.

Mr. StUuPAK. Okay. Let me take you back a few years. Eight
years ago—you said for 8 years you worked with Arthur Andersen.
While there are Arthur Andersen, did you have any document re-
tention policy back then?

Ms. WATKINS. I am sure we did.

Mr. STUPAK. Okay. Then let me ask the question this way. While
at Arthur Andersen, how often did you see a memo or correspond-
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ence from the higher-ups saying, “Just want to remind you all of
our retention policy, i.e. destruction policy?”

Ms. WATKINS. I don’t recall a lot of information about that. That
was, of course, 14 or so years ago.

Mr. STUPAK. Sure.

Ms. WATKINS. And I am sure the policies have changed.

Mr. StupAK. Well, during your 8 years, did you ever remember
receiving or seeing one of these memos saying, “Just want to re-
mind you of our retention policy”?

Ms. WATKINS. I don’t recall necessarily

Mr. STUuPAK. Okay.

Ms. WATKINS. [continuing] any specific memo on that.

Mr. STUPAK. In your 8 years at Arthur Andersen, or while you
were based in Houston, did you work on the Enron account then?

Ms. WATKINS. No, I did not work on the Enron account.

Mr. StuPpAK. Okay. You took Cliff Baxter’s position as Vice Presi-
dent under Mr. Fastow, correct?

Ms. WATKINS. Well, no. When Mr. Baxter resigned, the whole
corporate development function was assigned and put under Mr.
Fastow. So I went to work directly for Mr. Fastow helping him in
that corporate development area.

Mr. STUPAK. Did you work under Mr. Baxter before then?

Ms. WATKINS. Indirectly, yes, I did.

Mr. STUPAK. Do you know why he retired?

Ms. WATKINS. It was to spend more time with his family.

Mr. STUPAK. Okay. He wasn’t forced out of the company or any-
thing like that?

Ms. WATKINS. Oh, no. No.

Mr. STUPAK. Okay. Is it fair to say that these questionable trans-
actions, the LJM and Raptor, would they possibly be discovered by
the next Vice President who went in there?

Ms. WATKINS. I think they were very easy to discover.

Mr. STUuPAK. Okay.

Ms. WATKINS. The facts weren’t really hidden.

Mr. STUPAK. Okay. In response to a question from Mr. Dingell,
if I heard you correctly, you said Cliff Baxter complained to Mr.
Skilling. What did he complain to Mr. Skilling about?

Ms. WATKINS. My understanding is that Mr. Baxter complained
that it was inappropriate for a company of our size, of our stature,
to do transactions with the CFQO’s partnership. It was inappro-
priate. It didn’t look good. We shouldn’t be doing transactions with
the CFO’s partnership.

Mr. StuPAK. And the CFO at this time was Mr. Fastow.

Ms. WATKINS. Mr. Fastow.

Mr. StUuPAK. Okay. In your opinion, why did Mr. Skilling then
leave Enron on August 14, 2001?

Ms. WATKINS. It is my opinion that he could foresee these prob-
lems, and he wanted to get as far away from it as possible.

Mr. STUuPAK. Okay. Again, some questions from Mr. Dingell. You
indicated when asked about Raptor and LJM, the hedging, it was
common knowledge how they were doing this. And that it really
wouldn’t stand up, because they weren’t—their assets weren’t
there. Common knowledge by whom?
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Ms. WATKINS. The different business units that were hedging
their assets with Raptor, as well as the global finance staff under
Mr. Fastow.

Mr. StuPAK. Okay. Mr. Dingell actually read a little bit from this
one document which he placed in the record. I believe it is on page
8. And it said, “Notwithstanding these bad cosmetics, Enron rep-
resentatives uniformly stated that the Condor and Raptor vehicles
were clever, useful vehicles that benefited Enron.” So my ques-
tion—if they are pledged 100 percent with Enron stock, and then
they couldn’t meet the hedges as the stock started to fall, therefore,
they didn’t benefit Enron, the employees, or the shareholders of
Enron, did they?

Ms. WATKINS. No, they did not.

Mr. STUPAK. I mean, clever but not legal and not benefiting
Enron.

Ms. WATKINS. Yes, that is correct.

Mr. STuPAK. Who did they benefit?

Ms. WATKINS. You could possibly say that they benefited Enron,
because it allowed Enron to meet projected financial targets, which
kept Enron’s stock price inflated.

Mr. STUPAK. Okay. So, then, that benefit then would go to Enron,
but that benefit was then taken out of Enron, was it not?

Ms. WATKINS. The problem I have with it is it keeps the stock
price inflated. And you had Mr. Skilling saying our stock price was
going to go to $120 per share. So you have people buying that in-
flated stock price, thinking the stock price is going to go higher.
Those are now new shareholders of Enron that certainly are not
benefited by these transactions.

Mr. STUPAK. Okay. Let me ask you this question, and by no
means do I mean anything negative by it. But we have had testi-
mony throughout about how certain employees benefited hand-
somely financially from some of these transactions and being part
of these SPEs. Were you ever offered an opportunity to join in one
of these, or to be part of one?

Ms. WATKINS. No, I was not.

Mr. STUPAK. So it is fair to say, then, you didn’t invest in any
of these SPEs like some did, like what, put $5,800 in and they end
up coming back with a million within 2 months or 3 months?

Ms. WATKINS. No, I did not.

Mr. STUPAK. Okay. You indicated—well, let me go to this ques-
tion. In number 8 here, it was in our book here, number 8, was the
Raptor hedging strategy analysis risk and assessment control? And
the Chairman asked you some questions about it. In fact, on one
page, lessons learned, the new Raptor structure transferred risk in
one—in the form of stock dilution. It is in your handwriting. There
it is. That is the smoking gun. You cannot do this. And that is your
handwriting.

Ms. WATKINS. Yes, it is.

Mr. STUPAK. Okay. Who produced this document?

Ms. WATKINS. Mr. Rick Buy’s risk assessment and control group.

Mr. StuPAK. Okay. Do you know when he would have produced
it?
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Ms. WATKINS. I believe that this was produced during the first
quarter of 2001 to address the fact that the Raptor structures were
under water.

Mr. StupPAK. Okay. So risk assessment or Mr. Buy produced this
in the first quarter of 2001. Who would this be distributed to?

Ms. WATKINS. I am not completely certain of that. I believe it
might have gone as high as the Finance Committee of the Board,
but from reading the Powers Report, they do not appear to have
seen this analysis.

Mr. StUuPAK. Okay. This was an internal document.

Ms. WATKINS. It certainly went to Mr. Fastow, and I would imag-
ine that it also went to Mr. Skilling.

Mr. STUPAK. How about Vinson & Elkins? Would they probably
receive this?

Ms. WATKINS. Probably not.

Mr. STUPAK. Arthur Andersen?

Ms. WATKINS. Probably not.

Mr. StuPAK. Okay. But you thought probably the Board of Direc-
tors may have received this?

Ms. WATKINS. I thought so at the time when I was meeting with
Mr. Lay. But from reading the Powers Report, it appears that they
did not see this.

Mr. STUPAK. So when you put in here your comments, or even
the new Raptor structure transferred risk in the form of stock dilu-
tion, not knowing anything about this, before I get—before all of
this whole Enron thing, even I can pick it up now. Anyone who re-
ceived this in the company should have realized there were serious,
serious problems, and any accountant worth their weight in salt
would certainly pick this up. Would they not?

Ms. WATKINS. It would certainly seem so. But it was so well un-
derstood and so prevalent. That is why I called Mr. Hecker at An-
dersen. I was about to meet with Mr. Lay, and I thought—well, I
called him—but since I had not been in accounting for over 10
years—to say, you know, could this ever be okay? And he said it
didn’t sound right, and his words to me were, “Sherron, any ac-
counting treatment must be clearly defensible if fully exposed. So
if this is not clearly defensible when fully exposed, you are prob-
ably correct and you should go see Mr. Lay.”

Mr. GREENWOOD. The time of the gentleman has expired. The
Chair thanks the gentleman.

The Chair recognize the gentleman from Florida, Mr. Stearns, for
10 minutes for inquiry.

Mr. STEARNS. Thank you, Mr. Chairman. And, again, let me com-
mend you and also the staff for the prodigious amount of work they
have done here.

Just to get on the record that—it is more applicable to the com-
mittee that I chair dealing with FASB—I just wanted to ask you
some questions. There is ample evidence, as I noted, that Enron at
a minimum used/abused financial accounting standards to confuse
its true financial condition. In your view, is Enron indicative of a
failure to implement GAAP, Generally Accepted Accounting Prin-
ciples? Or failure of the Generally Accepted Accounting Prin-
ciples—in other words, failure of the GAAP itself or the failure to
implement these principles?
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Ms. WATKINS. I think Enron had a failure to implement them,
correct.

Mr. STEARNS. So you don’t think there is anything generally
wrong with GAAP itself? Do you think GAAP works?

Ms. WATKINS. It should work. In my opinion, I think somehow
in this country our financial accounting system has morphed into
the Tax Code. In tax accounting if you follow the codes, whatever
result you get, you are justified in using that treatment.

And financial accounting—a number of my accounting friends
have said, “If you follow the rules, even if you get squirrelly re-
sults, you have a leg to stand on.” And I am surprised that the fi-
nancial accounting system has morphed into that, because you
should still fairly represent your financial condition.

Mr. STEARNS. This is, to me, a very important point. You know,
what you are saying is that Enron’s problem was a flawed cor-
porate strategy and simple old-fashioned bad assets, and that the
accounting problems did not precipitate its collapse. Is that what
you are saying?

Ms. WATKINS. No, I do think the accounting problems precip-
itated the collapse, because when the investing community was un-
certain about our numbers, when they were driving the stock price
down, almost everyone was aware that if the stock price dropped
too low, if our investment grade rating fell away, there would be
additional debt coming due. And we did have an old-fashioned run
on the bank.

Mr. STEARNS. Okay. So, but you are saying that the GAAP
worked, and it was—GAAP was not the problem. The account-
ants—it was more the business strategy and how they used the ac-
counting principles, how they implemented it.

Ms. WATKINS. They did not implement them correctly.

Mr. STEARNS. Okay. So if you went to the American Institute of
Accountants and talked to them, you wouldn’t recommend that
they change anything with Raptor partnerships or LJM1 or 2 or
anything? You would say that is not the problem.

Ms. WATKINS. The accounting of these transactions I think was
inappropriate. We should not have been able to

Mr. STEARNS. But that was because of the people—that was
Fastow and his people.

Ms. WATKINS. Yes.

Mr. STEARNS. But it wasn’t Arthur Andersen.

Ms. WATKINS. Well, Andersen also signed off on the way we were
implementing these accounting——

Mr. STEARNS. But if Arthur Andersen was told something, and
it was not the truth, they might accept it. Is it possible that Arthur
Andersen has some culpability here because they signed off on it?

Ms. WATKINS. Well, I think so, because they are charged with au-
diting the results. And a sensitive related party transaction should
get a lot of scrutiny and

Mr. STEARNS. So Arthur Andersen, in your opinion, signed off on
something they shouldn’t have.

Ms. WATKINS. Yes.

Mr. STEARNS. Do you think they knew what they were signing
off on?
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Ms. WATKINS. They sure should have known what they were
signing off on.

Mr. STEARNS. Okay. Okay. So, you know, you have been an ac-
countant, you told me in your opening statement, for 19 years. And
yet you are the only one here out of this huge organization we have
here. And, you know, we have talked to Jeffrey McMahon, who is
President and Chief Operating Officer. He said he went to Skilling.
We talked to Jordan Mintz, who is Vice President and General
Counsel of Corporate Development. He tried to get Skilling to sign
documents.

Both Richard Buy, the Chief Risk Officer, and Richard Causey,
the Chief Accounting Officer, all somehow were aware of this, and
yet you are the only one standing here. And so when you went to
Mr. Lay, and he came back and said he was going to—V&E was
going to do an analysis, I think it was on October 31. Did he say
anything to you about maybe firing Vinson & Elkins?

Ms. WATKINS. Well, I met with Mr. Lay on October 30 and 31,
and I was concerned that we needed to restate, come clean,
and——

Mr. STEARNS. Because this is a key point. The report came back
and everybody is ready to act on it and clean house and get this
thing straightened out, right?

Ms. WATKINS. Yes.

Mr. STEARNS. Isn’t that your impression?

Ms. WATKINS. Well, he had said at the time, “Well, we have fired
Vinson & Elkins and Arthur,” which I was a little bit surprised.
When I met with him the following day, he corrected that and said,
no, that we had formed the Special Committee and hired a new law
firm and a new accounting firm to look into my concerns.

Mr. STEARNS. What was the new law firm’s name that he said
he was going to hire after he replaced Vinson & Elkins?

Ms. WATKINS. He first said it was Milner and something, which
sort of surprised me because when the announcement came out it
was Wilmer, Cutler. And that is an easy name to remember, and
it gave me the impression that Mr. Lay was not making these deci-
sions, someone else was. And they were just informing him of the
decisions.

Mr. STEARNS. So he told you earlier, though, that he was going
to fire Arthur Andersen and V&E, right?

Ms. WATKINS. Yes. And I think he misunderstood, though,
the——

Mr. STEARNS. And who was telling him that, do you think?

Ms. WATKINS. I don’t know. I am not privy to the inner workings.

Mr. STEARNS. I talked to Mr. Skilling, and I talked to him briefly
about Cliff Baxter. And I just want to ask you a question on this.
In your memo, you said, “He complained mightily to Mr. Skilling,
and all who would listen, about the inappropriateness of the trans-
action with LJM.” Did Mr. Baxter discuss his concerns about these
transactions with you?

Ms. WATKINS. Actually, the last time I spoke with Mr. Baxter
was January 15 of this year. I phoned him to give him the heads
up that my memo had been discovered and was in the press, and
that it mentioned that executives had warned Mr. Skilling. So I
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told Mr. Baxter that I had mentioned him specifically, and I read
to him over the phone exactly what I had written about him.

And he said, “Well, Sherron, you are right. You know, I was very
concerned about these transactions.” He said, “But I tell you what.
If T had known there was anything illegal about it, I would have
pushed it further.”

Mr. STEARNS. Did Mr. Baxter tell you that he talked to Skilling
frequently about this? I mean, you say mightily. Did he actually
say, “I talked to him 10 times, 3 times, 1 time?”

Ms. WATKINS. I mean, he told me he spoke to him quite often
about the inappropriateness of a company——

Mr. STEARNS. Okay.

Ms. WATKINS. [continuing] of our stature

Mr. STEARNS. Did Mr. Baxter ever tell Ken Lay—did Baxter ever
say to you, “I also mentioned it to Kenneth Lay, because I was
frustrated with Mr. Skilling?”

Ms. WATKINS. No. The way the culture worked, I don’t think any-
one would have gone around Mr. Skilling to talk to Mr. Lay.

Mr. STEARNS. Okay. What about Jeff McMahon? Did you actually
ever talk to him about any of these problems?

Ms. WATKINS. I did meet with Mr.——

Mr. STEARNS. Were you aware that Mr. McMahon—he was—he
met with Skilling. He was the President and Chief Operating Offi-
cer, former Treasurer of the company. He recently became Presi-
dent. He said he told Mr. Skilling of his concern over the company’s
many complex partnerships. Did you ever talk to him?

Ms. WATKINS. On August 21, I met with Mr. McMahon for rough-
ly 1% hours, and that is when he told me that he found the con-
flicts to be something that—you know, too great for Enron.

Mr. STEARNS. Too great for Enron?

Ms. WATKINS. Mr. McMahon did not characterize it as a bonus
discussion with me. He characterized it as more of an ultimatum
that he was giving Mr. Skilling; “Make these changes or I can’t
stay as Treasurer.” And as I recall Mr. McMahon telling me, he felt
like that was a strong statement to Mr. Skilling. And, you know,
a few days or weeks later he gets a call saying—from Mr. Skilling
that Mr. Skilling wanted him to go join a new venture, Enron Net-
works. And Mr. McMahon told me that he felt like Mr. Skilling was
setting him up for a fall.

Mr. STEARNS. I asked Mr. Skilling about Mr. McMahon and this
conversation. He said, “We talked nothing about what you mention,
Congressman. All we talked about was compensation.” I don’t know
if you heard Mr. Skilling say that.

Ms. WATKINS. Well, it sounds like that is the truth but not the
whole truth.

Mr. STEARNS. Right. So Mr. Skilling is trying to convince me they
are talking about the bonus for Mr. McMahon, and that is all they
talked about. Yet it was clear to me, in all of the information we
had, that Mr. McMahon was telling him all about the stuff that
you just know about. And that is what you are saying. When you
talked to Mr. McMahon, he told you the same thing, that he talked
to him all about these partnerships.

Ms. WATKINS. The Raptor transactions had not been done, I don’t
think, or I am not completely aware. Mr. McMahon told me he did
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not talk about accounting issues as much as there were—these
deals were likely not benefiting Enron shareholders. They were
likely benefiting Mr. Fastow and not Enron shareholders.

Mr. STEARNS. Okay. So that is directly opposite to what Mr.
Skilling to us. And you are telling us that Mr. McMahon told you
that, and Mr. McMahon has also told us that is what he told him.
So I think it is clear at this point that there is two witnesses here
that do not agree with what Mr. Skilling has said.

I think my time is up, Mr. Chairman. Unless Ms. Watkins would
like to clarify.

Mr. GREENWOOD. The time of the gentleman——

Mr. STEARNS. Did you want—Ms. Watkins, did you want to clar-
ify anything?

Ms. WATKINS. Well, I just wanted to add that I also heard from
one of Mr. Baxter’s close friends that he had a conversation with
Mr. Skilling in March of 2001. Mr. Baxter’s recollection of the
meeting was that he told Mr. Skilling, “We are headed for a train
wreck, and it is your job to get out in front of the train and try
to stop it.”

Mr. STEARNS. Thank you, Mr. Chairman.

Mr. GREENWOOD. The Chair recognizes the gentlelady from Colo-
rado, Ms. DeGette, for 10 minutes, and would note that at the end
of her questioning we will recess for approximately 20 minutes for
the vote.

Ms. DEGETTE. Thank you, Mr. Chairman.

Ms. Watkins, before I ask my questions, I just want to welcome
you and let you know how impressed I was by your memos and by
your testimony. And when I was reading this, I felt sort of a bond
with you. First, I thought, well, maybe it was because we were both
women of about the same age working in the male-dominated
fields. I thought, no, it is not that.

Then I said maybe it is because we are both moms, because
moms tend to get—you know, you can figure out if someone is tell-
ing the truth. But then I realized, no, it is not that. What it is is
both of our mothers were teachers, as I understand. Your mother
taught accounting. My mother taught kindergarten. And then I re-
alized that both perfectly prepared us for the careers we were going
to embark on.

And I really want to thank you for coming.

I want to ask you, did you write these memos, Ms. Watkins, all
by yourself?

Ms. WATKINS. Yes, I did.

Ms. DEGETTE. So if someone said that you ghost—that someone
else, like Mr. McMahon, ghostwrote these memos, that would not
be true?

Ms. WATKINS. That is not true.

Ms. DEGETTE. And you wrote these because you were concerned
about the future of the company and the future for the share-
holders, didn’t you?

Ms. WATKINS. Yes.

Ms. DEGETTE. Were you aware that Mr. Fastow told the Vinson
& Elkins investigators that it was his belief that you were acting
in conjunction with a person who wanted Mr. Fastow’s job?

Ms. WATKINS. I think that is ludicrous.
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Ms. DEGETTE. Do you think—it is not true, is it? Are you sur-
prised Mr. Fastow might think that?

Ms. WATKINS. I am not surprised he would think that.

Ms. DEGETTE. Why not?

Ms. WATKINS. I understand that he and Mr. McMahon had a
rather contentious relationship.

Ms. DEGETTE. And so you think he was referring to Mr.
McMahon.

Ms. WATKINS. Yes.

Ms. DEGETTE. Okay. Now, you worked for Arthur Andersen for
8 years, but it was a long time ago, right?

Ms. WATKINS. Yes.

Ms. DEGETTE. And you are a CPA, right?

Ms. WATKINS. Yes, I am.

Ms. DEGETTE. Now, let me ask you this. How long had you been
working for Mr. Fastow before you figured out that there were
problems with the Raptor SPEs?

Ms. WATKINS. I would say about 3 or 4 weeks.

Ms. DEGETTE. So all these people who said these were very com-
plex transactions, and there wasn’t much transparency, it didn’t
take an accounting genius, although I am sure you are one, but,
I mean, you figured it out in 3 or 4 weeks, right?

Ms. WATKINS. Well, I had the advantage of hindsight where
these structures were clearly under water, and also I was never
shown the complex transactions. I just knew what the facts were.
Raptor owed us $700 million. No one had lost that money. Enron
shareholders were going to pay for it in the future. So I didn’t need
to see the structure. I knew that

Ms. DEGETTE. Right.

Ms. WATKINS. [continuing] that wasn’t kosher.

Ms. DEGETTE. Even Congresspeople like us can figure that out.
So, now, you said that information—in your testimony you said the
information gathered from co-workers helped you come to the con-
clusion that the Raptor SPEs were finally untenable. It was pretty
common knowledge in discussion among the co-workers about these
entities, correct?

Ms. WATKINS. Yes, it was.

Ms. DEGETTE. Can you tell me how widespread the concern was?

Ms. WATKINS. The Enron global finance staff knew about it, and
various business units that had sold assets to Raptor knew about
it. There were whole sections of Enron, the pipeline group, the
trading group, that had no idea about it. But in a handful of groups
it was widespread knowledge.

Ms. DEGETTE. But what about your group? I mean, did people
talk about this commonly? How many people are we talking about?

Ms. WATKINS. I think a fair number. One of the things I asked
Vinson & Elkins to do was to look at a—a survey had been con-
ducted by Mr. Lay over the Labor Day weekend. And I knew of at
least a dozen people who had typed in serious concerns about our
accounting.

Ms. DEGETTE. You knew a dozen people who had typed in con-
cerns.

Ms. WATKINS. Yes.




40

Ms. DEGETTE. Ms. Watkins, would you be willing to share those
names with this committee?

Ms. WATKINS. I can share certainly at least two, because they are
in the documents that you are releasing today.

Ms. DEGETTE. Would you be willing to, as part of our investiga-
tion, to share the rest of them?

Ms. WATKINS. Well, I can share Jeff Donahue, who was the Man-
aging Director in Charge of Corporate Development.

Ms. DEGETTE. Okay.

Ms. WATKINS. Tim Detmering, a Managing Director in Corporate
Development; Michelle Nezi Marvin, one of the business unit peo-
ple who had hedged assets with Raptor.

Ms. DEGETTE. Jeff McMahon.

Ms. WATKINS. I don’t know whether he typed in comments.

Ms. DEGETTE. Oh, he didn’t type—but he was concerned, right?

Ms. WATKINS. Yes.

Ms. DEGETTE. Cliff Baxter was concerned.

Ms. WATKINS. Yes.

Ms. DEGETTE. If you have other names, perhaps you could work
with your counsel and with our staff, because that would help us
in our investigation.

I am wondering if you can try to characterize the atmosphere in
the global finance group and maybe elsewhere in Enron. Did every-
body know what was going on, but everybody was too afraid to do
anything about it?

Ms. WATKINS. It was rather widespread knowledge that Mr. Ray
Bowen was complaining about the Raptor structures and LJM. And
Mr. Fastow called him in and gave him, as Mr. McMahon puts it,
a high decibel grilling. And so that I think made others—it was
like an off limits subject. You just didn’t even want to discuss it
around the water cooler.

Ms. DEGETTE. So it wasn’t that everybody certainly at your level
knew but didn’t care. It is that they were afraid to come forward.
Would that be a fair characterization?

Ms. WATKINS. Yes.

Ms. DEGETTE. Now, why is it that you think Mr. Skilling knew
about these issues?

Ms. WATKINS. Because he was an intense, hands-on manager.

Ms. DEGETTE. What is that? Can you give us a couple of exam-
ples of financial transactions you saw Mr. Skilling get involved in
hands-on?

Ms. WATKINS. Well, for instance, in 1996 when I was still man-
aging the JEDI partnership, we had equity investments in var-
ious—primarily oil and gas-related companies. That was the year
we adopted fair value accounting, which meant that, as an exam-
ple, if we paid $100 million for an investment, an oil and gas com-
pany, and they drilled a dozen wells that were all successful, if our
models showed us that we now thought that company was worth
$150 million, we would write that company up by $50 million and
recognize $50 million in the income statement.

Well, a lot of the models were based off the multiples at which
E&P companies trade. They were based off comparable analysis in
the public marketplace. Mr. Skilling was very concerned that if the
multiples that might have been at a high of seven or eight
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cyclically moved down to, say, three or four, then our own models
would force us to take a writedown. He sat in on a number of meet-
ings where I was present, where we were trying to devise a real
hedging strategy to avoid placing those losses on the income state-
ment.

Ms. DEGETTE. So he was involved hands-on——

Ms. WATKINS. Yes.

Ms. DEGETTE. [continuing] personally in

Ms. WATKINS. Yes.

Ms. DEGETTE. [continuing] accounting meetings talking about ac-
counting treatments of transactions. Now, you saw the transaction
sheets that the Chairman showed you before that had the signa-
ture sheet, signature line for his approval. Would it, in your experi-
ence, be like Mr. Skilling to not sign those?

Ms. WATKINS. No. The procedures around our approval sheets
were cast in stone.

Ms. DEGETTE. And were they used in many transactions?

Ms. WATKINS. Yes. Any capital expended at Enron above a cer-
tain amount had a deal approval sheet, and the procedures were
very well identified, and I never recall an instance where the ap-
provals indicated via the approval signature block were not ob-
tained. And no approvals——

Ms. DEGETTE. So if someone sent those to Mr. Skilling, and he
didn’t sign them, in your opinion that would be intentionally?

Ms. WATKINS. No deal could be done without all of those approv-
als. And quite often it was a verbal approval over the phone, and
then it was always followed up by a signature.

Ms. DEGETTE. Great. Thank you very much. Thank you for com-
ing today. I really appreciate it.

Mr. GREENWOOD. In the gentlelady’s remaining time, Mr.
Skilling’s testimony here last week was that while there was a line
provided—his term was there was a line provided for his signature,
the form provided for his signature, that he was advised that his
signature was not required. Are you aware of any such distinction
with regard to those deal sheets?

Ms. WATKINS. No. Those deal sheets were cast in stone. If it was
an either/or, it would say one of the following two signatures are
required. If the name was listed in the signature block, it was re-
quired.

Mr. GREENWOOD. It was required. And there was never any pro-
vided for, as if he could sign it if he felt like it?

Ms. WATKINS. No, it was a requirement.

Mr. GREENWOOD. Do you know anything about Jordan Mintz’s ef-
forts to get him to sign the sheet?

Ms. WATKINS. I did not know of those until I heard his testimony
here last week.

Mr. GREENWOOD. Okay. The Chair thanks the gentlelady.

The committee will recess for approximately 15 minutes.

[Brief recess.]

Mr. GREENWOOD. The committee will come to order.

The Chair recognizes Mr. Strickland for 10 minutes for purposes
of inquiry.

Mr. STRICKLAND. Thank you, Mr. Chairman.




42

Ms. Watkins, toward the end of 1999, while you were working for
Enron International representing the Caribbean region, you nego-
tiated the sale of Promigas, an Enron asset, to a special purpose
entity known as White Wing. Is that correct?

Ms. WATKINS. Yes. It is also known by its project name, which
is Condor.

Mr. STRICKLAND. Okay. Enron’s Caribbean region decided to sell
Promigas to White Wing because Enron’s risk and finance depart-
ments had put out the word that all divisions should sell merchant
assets to White Wing by the end of the third and fourth quarters
of 1999. Besides that mandate, was there any other reason for
Enron to sell Promigas to White Wing at that time?

Ms. WATKINS. No, there was not.

Mr. STRICKLAND. Ms. Watkins, would you please briefly explain
what a merchant asset is for the benefit of this committee?

Ms. WATKINS. Enron has both merchant assets and strategic as-
sets. Merchant assets are assets considered held for sale, that we
have bought for investment purposes and that we generally do not
intend to hold on to for any length of time. Merchant assets could
be fair valued, meaning they could be written up to estimated mar-
ket value, while strategic assets, if they were worth more than
Enron had paid for them, those gains could not be recognized until
we sold or disposed of the asset.

Mr. STRICKLAND. Okay. Now, Enron decided to sell its merchant
assets to White Wing in order to increase its cashflow. Was there
any other reason for this decision?

Ms. WATKINS. I believe that the assets sold to Condor White
Wing, the merchant assets, generated—I know they generated
funds flow from operations for Enron, and I believe that to be one
of the sole purposes for selling assets into Condor White Wing.

Mr. STRICKLAND. Okay. In fact, cashflow had become a big con-
cern for Enron, had it not?

Ms. WATKINS. Yes, that is correct.

Mr. STRICKLAND. Now, Wall Street analysts began to distrust
Enron’s increasingly complex earnings statements, so they started
examining the company’s cashflow. After all, cash is cash. How-
ever, since Enron had been manipulating its earnings, its cashflow
would appear inadequate compared to its inflated earnings state-
ments. This was a problem for Enron, was it not?

Ms. WATKINS. Well, I am not certain that Enron was manipu-
lating its earnings at that point in time. But for a commodity trad-
er where you would routinely mark-to-market positions, you can
have earnings that represent the discounted fair value of 10 years
worth of profits. You recognize that in the first year, but you would
only have cashflow of, say, one-tenth of that profit in that year.

That is probably not an unheard of phenomena with trading com-
panies, but trading companies have PE multiples in the 12 to 14
range. Enron enjoyed a much larger price to earnings multiple and
did not want to be characterized as a normal trading company.

The analysts were concerned that our funds flow from operations
was significantly lower than our earnings. It was a financial per-
formance statistic that they were concerned about, and Enron at-
tempted to fix that first, fairly legitimately, by securitizing con-
tracts and selling them out to outside third parties.
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I might want to correct a statement that Congressman Green-
wood made earlier. I do think that the Cactus vehicles, the contract
to asset securitization vehicles that we did in the early 1990’s and
1995/1996 were legitimate, were legitimate securitizations.

Condor, however, I think was one of the first special purpose ve-
hicles that was backstopped by Enron stock that was kept off bal-
ance sheet, and I think one of the main purposes of Condor White
Wing was to generate funds flow from operations for Enron.

Mr. STRICKLAND. So, and correct me if I say something that you
think is factually inaccurate, but it seems that Enron planned to
increase its cashflow by selling these merchant assets to White
Wing during the third and fourth quarters of 1999.

Ms. WATKINS. That is correct, yes.

Mr. STRICKLAND. Did Enron provide any guarantees to White
Wing for these transactions that you know of?

Ms. WATKINS. The White Wing structure was set up such that
if the assets that were sold to White Wing were not liquidated and
were not sufficient to repay the investors in White Wing, then that
structure was backstopped by Enron stock.

Mr. STRICKLAND. So this was a transaction where Enron guaran-
teed an investment with its own stock? Is that a factually correct
statement?

Ms. WATKINS. These vehicles have been schematically depicted in
The Wall Street Journal and in the Houston Chronicle and a num-
ber of press. It supposedly is legitimate. I don’t quite understand
how these things can be off balance sheet when you have a claw
back to the company and to the company’s own stock, but somehow
or other they appear to be available for use.

Mr. STRICKLAND. And I am impressed with your background and
your training, and I sit here and I hear you say that. And I am
wondering at what point is there some authority that has the abil-
ity to explain why something that appears to be illegitimate may
be legitimate. Is that a puzzle to you as a professional CPA and
a person who is deeply knowledgeable about financial transactions?

Ms. WATKINS. Well, the Condor structure troubled me. The fact
that it was off balance sheet troubled me. The fact that we were,
you know, getting funds flow from operations, the financial per-
formance statistic from this structure troubled me. And while I was
working in the Caribbean business unit, we were instructed that
we now had new targets. They were funds flow targets, and we
needed to find a way of selling our merchant assets into Condor
White Wing.

It was almost like something that was on paper, not real, be-
cause the business unit continued to manage the asset. The
counterparty never understood that we had supposedly sold it. And
there was an unspoken understanding that we could buy it back
at some point in the future.

Mr. STRICKLAND. Now, after Enron sold Promigas to White Wing,
who managed and operated that company?

Ms. WATKINS. The Caribbean business unit. It stayed with the
Caribbean business unit.

Mr. STRICKLAND. And that was Enron?

Ms. WATKINS. Yes, that is Enron. But it was not White Wing per-
sonnel that managed it. It was Enron personnel who managed it.
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Mr. STRICKLAND. In fact, the people involved in the day-to-day
functioning of Promigas didn’t even know they had been—that it
had been sold, is that

Ms. WATKINS. That is correct.

Mr. STRICKLAND. Is that correct?

Ms. WATKINS. That is correct.

Mr. STRICKLAND. Ms. Watkins, who was the general partner of
White Wing? In other words, who ran White Wing?

Ms. WATKINS. I believe it was something called an Osprey, or
something, but it was an Enron entity that was the general partner
of White Wing.

Mr. STRICKLAND. Would it be possible for you to identify for the
committee the individuals who were involved in running this?

Ms. WATKINS. The administrative running of White Wing was
under Mr. Andrew Fastow, and I believe he had Cheryl Lipschutz
running the Condor White Wing structure.

Mr. STRICKLAND. Okay. Enron sold these assets to White Wing
at book value.

Ms. WATKINS. Yes.

Mr. STRICKLAND. Compared to market value, is book value a reli-
able indicator of an asset’s true worth?

Ms. WATKINS. The transactions were supposed to be sold into
White Wing at market value. I believe they were all transacted at
book value, and we documented the fact that book values were
close approximations of market values at that time.

Ms. DEGETTE. Will the gentleman yield for 1 second?

Mr. STRICKLAND. I would yield.

Ms. DEGETTE. Cheryl Lipschutz was the secretary to the Board
of Directors of Enron at that time, right?

Ms. WATKINS. No.

Ms. DEGETTE. Was she employed by Enron?

Ms. WATKINS. She was employed by Enron under Mr. Andy
Fastow.

Ms. DEGETTE. Okay. I just wanted to clear that up, that Mr.
Fastow was in charge and Cheryl Lipschutz was running it, and
they were both working for Enron.

Ms. WATKINS. Yes.

Ms. DEGETTE. Thank you.

Thank you.

Mr. STRICKLAND. Thank you. I have just a couple more questions,
Ms. Watkins.

Mr. GREENWOOD. You have just a couple more seconds.

Mr. STRICKLAND. One more question, Mr. Chairman.

Wall Street analysts were beginning to doubt Enron’s deceptively
complex earnings statements, so they began to look at Enron’s
cashflow as a more reliable indicator of the condition of the cor-
poration. To make sure its cashflow appeared proportional to its
earnings, Enron decided to increase its cashflow. Is that correct?

Ms. WATKINS. Yes.

Mr. GREENWOOD. The time of the gentleman has expired.

Mr. STRICKLAND. Thank you, Mr. Chairman.

Mr. GREENWOOD. Ms. Watkins, when you were involved in this
transaction to sell assets to Condor, was there discussion or agree-
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ment about whether or not those assets could be sold back, and
whether there were documents that would reflect that?

Ms. WATKINS. As I recall, there were extensive conversations be-
cause Promigas was an important asset for the region. We were le-
gally selling it to this White Wing structure. Legally, we were los-
ing control of the asset, and there was a lot of discussion that we
wanted it back, we drafted some documents that would be trigger
points where the business unit could buy it back.

My understanding was that Mr. Causey instructed our business
unit that there could be nothing in writing that the business unit
could buy it back, or Andersen would not let us have the sale treat-
ment that we were getting in the funds flow statement.

Mr. GREENWOOD. And that was the purpose of that, because you
would——

Ms. WATKINS. Yes.

Mr. GREENWOOD. If the charade was evident, you wouldn’t be
able to get a tax trade.

Ms. WATKINS. Yes.

Mr. GREENWOOD. The Chair recognizes the gentleman from Illi-
nois, Mr. Rush, for 10 minutes.

Mr. RusH. I want to thank you, Mr. Chairman, and Ms. Watkins.
This is certainly very pleasing that you are here. Your testimony
has been forthright, and I would say without any kind of value in
terms of Ms. Temple’s testimony. I am diametrically opposed to the
kind of testimony that Ms. Temple presented to this committee,
and it is certainly appreciative by the committee, at least one mem-
ber of the committee, and I believe that it is appreciative—your
testimony is appreciative—is appreciated by the American public.

On what date did you first speak with Cindy Olson or commu-
nicate with her in any way about your concerns about the natural
condition of Enron?

Ms. WATKINS. On the afternoon of August 16, following the all-
employee meeting that had been held that day.

Mr. RusH. And how many times did you speak with her about
your concerns, and approximately during what time period?

Ms. WATKINS. She encouraged me to meet with Mr. Lay, which
I did do. I then subsequently transferred into Ms. Olson’s group.
I did not have lengthy conversations with her after that about my
concerns. I had expressed them to Mr. Lay, and I thought that was
the best place to discuss them.

Mr. RUsH. So did you read your various letters—or did Ms.
Olson, rather, read your—the various letters that you sent to Mr.
Lay and the attachments?

Ms. WATKINS. I only showed her the anonymous letter, the one
page. I did not provide her with copies of the other memos. If she
obtained them elsewhere, I don’t know.

Mr. RusH. And what was her response when you showed her the
anonymous letter?

Ms. WATKINS. She clearly understood that this was a serious
problem, and she said that it would be best if I explained it person-
ally to Mr. Lay.

Mr. RusH. Okay. At what time did you—in your earlier testi-
mony, you indicated that you had a discussion with Ms. Olson
about Mr. Fastow’s desire to have you terminated. At what point
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in the aforementioned series of discussions did you have that—ex-
press that concern to Ms. Olson?

Ms. WATKINS. When I met with Mr. Lay on the 22nd, I was leav-
ing for a small vacation that Friday, coming back the following
Thursday. When I came into the office August 30, I had messages
to immediately go see Ms. Olson, and that is when she told me that
Mr. Fastow had wanted to have me fired, and wanted to seize my
computer.

Mr. RusH. Okay. Did she in any way indicate to you the attitude
displayed by Mr. Fastow? I mean, was he—his demeanor, or how
did she exactly—how did she relate to you what he had said? What
was his frame of mind? If you can

Ms. WATKINS. She didn’t give me a lot of details. She just said
that he was behaving in a way that was somewhat shocking to her
as well as Mr. Lay.

Mr. RusH. And what is Ms. Olson’s relationship with the Enron
Corporation?

Ms. WATKINS. I believe she is a Senior Vice President or an Exec-
utive Vice President.

Mr. RusH. Is she associated at all with the stock fund at Enron?

Ms. WATKINS. I was not aware of it. I have since seen, in some
testimony, that she is a trustee. But I was not aware of her posi-
tion with regards to the 401K plan.

Mr. RUSH. And if she was a trustee at the time when this all was
occurring, do you think that she had any fiduciary obligation to at
the very least make an investigation into your claims, pursuing
your claims?

Ms. WATKINS. I think she probably understood that they were
being investigated and by a professional law firm. I am sure she
was waiting to see the results of that investigation.

Mr. RUsH. And can you be more specific about your concern—
about what you said to her about your concerns about Enron’s fi-
nancing? I mean, what was her response to you? Did you—how did
she respond? And did she indicate in any way that she had heard
these same kind of concerns from other Enron employees?

Ms. WATKINS. Well, after Enron declared bankruptcy, or even as
we were heading up to it, she seemed to indicate that no one could
have seen this coming. She said, in fact, that I was the only one
that had any kind of inkling that we were in the bad condition that
we were in. So I don’t think she had evidence from anyone else, or
opinions from anyone else, about our condition.

Mr. RUsH. Yes. My time is running down, but I am really—I
want to—if you could just explain to the committee about the cul-
ture there at Enron. It seems to me that everybody from the Presi-
dent to the parking lot knew that there was—parking lot attendant
knew that there was something going on there. I mean, explain to
us about the culture that was prevalent there in the company.

Ms. WATKINS. Well, I certainly think it was fairly well known
about the Raptor transactions within the global finance unit and
within the business units that hedged with Raptor. I don’t think
it was well known throughout the company.

And the culture in Enron was voted most innovative. It was
voted one of the best places to work. It was the job to have in
Houston. The atmosphere was electric. It was fun. You were sur-
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rounded by bright people, energized to change the world. You felt
somewhat invincible. And, yes, people were arrogant, and it was—
did have a trader kind of mentality that was sometimes tough to
live with. But it was always a fun place to work.

Mr. RusH. And most people were conscious about their upward
mobility in the company, and they thought that the company would
be a place to move up fairly quickly, is that——

Ms. WATKINS. Everyone was very conscious of what they were
contributing in the last 6 months. The performance ranking system
judged you on what you contributed to the company in the last 6
months. No old tapes. In that sense, it was very competitive.

Mr. RusH. And Mr. Fastow and Mr. Skilling and others could
very easily manipulate that type of concern to have people to over-
look some of the transgressions that they—that we are looking into
right now? Is that your opinion?

Ms. WATKINS. Enron paid its people very well. The stock had
been performing very well. I think there was a concern by most
people that you didn’t want to rock the boat.

Mr. RusH. Do you have any relationship, any subsequent rela-
tionship to the bankruptcy, to some of the Enron employees who
had been fired from Enron, some of the lower level employees?

Ms. WATKINS. I know several people who have been let go.

Mr. RusH. And do you—there is the issue regarding their sever-
ance pay. Are you familiar with those

Ms. WATKINS. Or lack thereof.

Mr. RusH. Or lack thereof, right. Can you expound on what you
think is the problem with their severance pay, and what is the—
why is it at this point in time there are some former Enron employ-
ees who have made tremendous amounts of money, and who have
very generous severance pay, and then there are others who have
been forced to live in ways that they never imagined that they
would have to live because of the fact that they don’t have the sev-
erance pay? Do you see a problem there? And what is the nature
of the problem? And how would you recommend that we go about
resolving the issue?

Ms. WATKINS. Well, recently it was disclosed, maybe at
Salon.com, the retention bonuses that were paid the week before
the bankruptcy. Some of the amounts I find shocking for 90 days’
retention, and I do not believe that it was in the best interest of
creditors to—yes, we should retain certain people, but I don’t think
they needed to be paid, 3 and 4 times their base salary to stay for
90 days.

I think it is an insult to the 4,000 people that were let go with
$4,000 checks that there are a handful of people, more than a
handful, that were paid $600,000, $1.5 million, $2 million,
$450,000. I mean, gargantuan sums of money to agree to stay at
Enron for 90 days. I am appalled by that list.

Mr. RusH. Thank you.

I yield back, Mr. Chairman.

Mr. GREENWOOD. The Chair thanks the gentleman and recog-
nizes the gentleman from Iowa, Mr. Ganske, for 10 minutes.

Mr. GANSKE. Thank you, Mr. Chairman.

And thank you, Ms. Watkins, for coming to the committee. You
know, I am outraged at what has happened with Enron. Employ-
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ees, pensioners, investors, they have seen their nest eggs dis-
appear, and they speak about unbearable grief. In Iowa, we had—
I have spoken to a lot of former employees of the natural gas com-
pany that was based in Omaha, merged with the Houston Natural
Gas Company, became Enron, and they have lost everything.

I mean, there was even a suicide when a former executive who
left the company with millions couldn’t deal with the collapse of the
company. So this is really serious. I do not think this is—that the
problems we are seeing with Enron are just an issue of corporate
greed in one company. I think that, you know, we are seeing prob-
lems with companies like Global Crossing, Elon. They took—you
know, gave the money to someone else, took some of it back, count-
ed the income as revenue without counting the outgo as expense.

Amazon has resorted to pro forma accounting. Shares in Tyco
dropped 50 percent on questions of its accounting. So this is a big,
big deal, the biggest bankruptcy in our Nation’s history.

I applaud the full chairman—the chairman of the full committee
and the chairman of this investigative committee on doing this.

Now, Ms. Watkins, just briefly, in a minute, tell me, what was
your job around the time that you went to Ken Lay? What were
you supposed to be doing for the company?

Ms. WATKINS. I was gathering a list of all assets that we might
consider for sale and looking at the economic impact of sale. So I
was looking at the book value, the market value, what kind of gain
or loss we might get if we were able to sell that asset for its market
value.

Mr. GANSKE. So you started—with that information, you started
to piece together this whole scenario. Is that what happened?

Ms. WATKINS. Well, yes, because a number of assets were hedged
with Raptor. And my understanding of a hedge is that means you
have got a locked in sales value. And so some of these assets, most
notably Avici and New Power, the market values were significantly
below our book value. But since we had the assets hedged, that
should have been really no concern of Enron’s. It should have been
hedged with Raptor.

And the business units that were helping me pull together this
information kept showing me losses, that should have been
Raptor’s, coming back to Enron.

Mr. GANSKE. Okay. Were you also hearing, you know, scuttlebutt
around the company about some of these things that you were see-
ing?

Ms. WATKINS. Not accounting impropriety scuttlebutt, just pret-
ty—

Mr. GANSKE. Did you ever hear, you know, at the water cooler
about somebody who made an investment of $10,000, $15,000

Ms. WATKINS. No.

Mr. GANSKE. [continuing] and got millions?

Ms. WATKINS. No, I did not.

Mr. GANSKE. Okay. So you are gathering all of this information
together. Did you ever have any trouble getting the information?

Ms. WATKINS. On the structures and the way they actually
worked, no, I did not. It was readily apparent people had various
analyses and presentations that they provided me.
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Mr. GANSKE. So then you write this letter to Ken Lay and you
say, “I am incredibly nervous that we will implode in a wave of im-
pending scandals.” I want to read this full paragraph. “Is there a
way our accounting gurus can unwind these deals now? I have
thought and thought about how to do this, but I keep bumping into
one big problem. We booked the Condor and Raptor deals in 1999
and 2000. We enjoyed a wonderfully high stock price while many
executives sold stock.

“We then try and reverse and fix the deals in 2001, and it is a
bit like robbing the bank in 1 year and trying to pay it back 2
years later. Nice try, but investors were hurt. They bought at $70
to $80 a share looking for $120, and now they’re at $38 or worse.
We are under too much scrutiny, and there are probably one or two
disgruntled pre-deployed employees who know enough about the
funny accounting to get us into trouble.”

When you wrote this letter to Mr. Lay, what was going through
your mind? Were you afraid?

Ms. WATKINS. Well, I wanted to impress upon him that this was
something that was likely to happen. We were downsizing. We had
at this point maybe let go at least 400 or 500 people and——

Mr. GANSKE. But this is bad news. Okay? And you are writing
this—you know, you originally wrote this anonymously.

Ms. WATKINS. Yes.

Mr. GANSKE. Okay. This is really bad stuff. I mean, were you
worried that if you go to the President with this type of stuff that
this could affect you personally?

Ms. WATKINS. I certainly was not going to go to Mr. Skilling. I
believed, and I still believe, that Mr. Lay is a man of integrity. He
didn’t shoot the messenger. I am still at Enron. And I felt like I
could bring the concerns to him.

Mr. GANSKE. Did you put a personal copy of this somewhere out-
side of the company? Did you keep this—a copy of this memo some-
where else?

Ms. WATKINS. I did. And the day I sent it to Mr. Lay anony-
mously I also sent it in an envelope to Mr. McMahon with my
name on it. And I talked to him about it that day.

Mr. GANSKE. Did you keep a copy for your own personal files?

Ms. WATKINS. Yes, I did.

Mr. GANSKE. And where did you keep those files? At home?

Ms. WATKINS. No.

Mr. GANSKE. At work?

Ms. WATKINS. No. In a lock box.

Mr. GANSKE. In a lock box. So you were enough concerned about
this that you wanted to put this somewhere where it couldn’t be
destroyed.

Ms. WATKINS. Yes.

Mr. GANSKE. Were you worried about your own personal safety?

Ms. WATKINS. At times. Just because the company was a little
bit radio silent back to me, so I didn’t know how they were taking
my memos, or the investigation.

Mr. GANSKE. Why would you be worried about your personal
safety?

Ms. WATKINS. Because it was the seventh largest company in
America.
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Mr. GANSKE. And you were dealing with really—a really power-
ful problem.

Ms. WATKINS. Yes.

Mr. GANSKE. And a really powerful company. I just have to ask
you this. When you first learned about this problem at Enron, did
you own stock?

Ms. WATKINS. I have stock in the 401K plan, and I have stock
options.

Mr. GANSKE. Did you sell any of that stock?

Ms. WATKINS. Yes, I did.

Mr. GANSKE. When did you sell it?

Ms. WATKINS. I routinely diversified and did not hold that much
Enron stock or stock options. I did sell $31,000 worth of stock in
late August, and then I sold net to myself around $17,000 of stock
options in early October.

Mr. GANSKE. And you sent this first—these memos to Mr. Lay
when?

Ms. WATKINS. August 15.

Mr. GANSKE. So around the time that you sent these memos,
after you had gathered this data and gotten to know the financial
situation of the company, you sold some stock. Why did you sell it?

Ms. WATKINS. I could have sold in July at $45. I actually sold
in October more out of a knee-jerk reaction to September 11. When
the markets reopened after the terrorist attacks, most stocks did
decline. Enron declined into the low 20’s. I had virtually no stock
options that were in the money in the low 20’s.

In early October, we moved into the mid 30’s and even high 30’s,
and I had two blocks of stock options that were then in the money.
And I just, I think as many others, I felt some panic and need to
get cash because you just felt like, you know, when was the next
attack? What would that impact be on the stock market?

Mr. GANSKE. So you sold $30,000 at one time and $17,000 at an-
other time?

Ms. WATKINS. Yes.

Mr. GANSKE. So $47,000. When you found out—when you gave
the second memo and had the meetings with Mr. Lay, and then as
we have heard from testimony today, you know, you were con-
cerned that, you know, it was going back to the same law firm,
kind of looked like it was a cover up, things weren’t happening too
much. Did you ever think about, you know, going to Treasury, Jus-
tice, the SEC, blowing the whistle on this? This is—you know, you
have outlined potentially criminal behavior.

Ms. WATKINS. A co-worker of mine asked whether I had done
this, and she asked whether or not I would consider going to the
SEC on this. And I said I don’t want to hasten our demise. There
are 20,000 employees here whose livelihood is at risk. If it appears
that I hastened the demise of the company, I might be targeted by
them. They might confuse the problem as something I caused. I did
not want to hasten the demise.

Mr. GANSKE. When you had your conversations with Mr. Lay, did
he ask you not to share this information with anyone?

Ms. WATKINS. He did ask me had I taken it outside; had I taken
it to the SEC or the press, and I said no, I had not done so. And



51

he said, “Can you please give us time to investigate?” And I said,
“Oh, most definitely.”

Mr. GANSKE. Did he give you a timeline? Did you ask him for a
timeline?

Ms. WATKINS. I did not ask him for a timeline. But he seemed
to indicate that they would look into it rather quickly.

Mr. GANSKE. Well, we all know, and you as an accountant could
see the problems coming. I mean, you wrote about it an impeding
implosion. This must have weighed quite heavily on your mind in
terms of thinking about what would happen both to your fellow em-
ployees as they were locked in, and investors around the country.

Tell me what you were feeling about that time, specifically on
whether you had an ethical obligation to let this be known.

Ms. WATKINS. I wasn’t thinking legally. I really felt like I could
not go outside of the company. Enron was full of bright people.
There were maybe calm ways of addressing this. Having it hit the
press in an inflammatory way would definitely hasten the demise.

And I wanted to make sure that we had researched everything
thoroughly, because what I wanted to do was restate, come clean,
but with some contingency plans how to make sure our trade
counter parties had confidence in our survival, maybe shore up
some equity and finance deals, knowing that we were going to face
hard times.

But to go to the press, or to go to the SEC, would not have given
Enron a chance to try to fix it calmly. And most definitely this
news would have been inflammatory, and we would be in the same
position we are in right now.

Mr. GREENWOOD. The time of the gentleman has expired.

Mr. GANSKE. Thank you, Mr. Chairman.

Mr. GREENWOOD. Before I recognize Mr. Markey for questions, I
just wanted you to clarify something, Ms. Watkins. The Powers Re-
port indicated that you had not cooperated, or had not participated
in that investigation. Is that the case?

Ms. WATKINS. Well, not actually. They called me for the very
first time December 13 and wanted to interview me the following
week. I was actually a little surprised that it took them so long
to

Mr. GREENWOOD. It took them 2 months. Is that right?

Ms. WATKINS. [continuing] to call me, yes.

Mr. GREENWOOD. Any indication why it took them 2 months,
since you were so essential?

Ms. WATKINS. I had just hired Mr. Hilder. Enron was offering an
attorney to represent me that was also representing Mr. Causey
and Mr. Buy. I was not comfortable using that attorney, so I had
spoken with Mr. Hilder. He was not up to speed yet on the issues.
So we did meet with the Special Committee the week before Christ-
mas, but just to say that we needed to reschedule. They indicated
that they were trying to look at evidence first before they con-
ducted interviews.

Mr. GREENWOOD. The Chair recognizes the gentleman from Mas-
sachusetts, Mr. Markey, for 10 minutes.

Mr. MARKEY. Thank you, Mr. Chairman.

Thank you, Ms. Watkins. Pinocchio had a conscience called
Jiminy Cricket. Every time Pinocchio ignored Jiminy Cricket his
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nose grew longer and longer. You were the conscience of this cor-
poration. You warned them. And when they ignored your advice,
they had to tell more lies. And the longer they told those lies was
the more jeopardy that investors and employees of Enron were
placed in.

Now, what you have done is really very courageous. You are a
hero. But being a whistleblower is something that can test the
strength of the strongest person. It can buckle their knees. And I
have a feeling that this is just the beginning of a process for you
in terms of the stress that you are going to be under.

I just want you to know that for my part, and I think I speak
for every member of this committee, that if actions that you feel
are unwarranted are being taken against you because of what you
are doing here that you should let us know. They did the same
thing to the Morton Thiokol whistleblowers that spoke of the O-
ring. They demoted them. They punished them. But once Congress
intervened, that was rectified within a day. So you should let us
know that.

Now, in both your August 15 and August 22 letters to Mr. Lay,
you warned that, “We do have valuation issues with our inter-
national assets and possibly some of our Enron Energy Services
and mark-to-market positions.”

Now, we know that Enron has created thousands of special pur-
pose entities. Do you believe that there may be some mark-to-mar-
ket valuation problems involving transactions with any of these
other special purpose entities that were constructed?

Ms. WATKINS. I don’t believe so. A number of the special purpose
entities that Enron has are somewhat routine. Enron did hire the
best and the brightest, and a lot of them were structures so if we
did want to sell an international powerplant, we had a number of
subsidiaries that might appeal to a European buyer, an Asian
buyer. Some of them were very legitimate, just to provide us all the
options we might want to pursue some time in the future.

Mr. MARKEY. How about Enron’s international assets? Do you
think there could be some mark-to-market valuation problems
there?

Ms. WATKINS. Not so much mark-to-market, but in accounting if
you have a long-term asset on your balance sheet that you feel is
permanently impaired, you must write that down. And I believe
there may be some problems with some of Enron’s international as-
sets.

Mr. MARKEY. And how does that problem manifest itself?

Ms. WATKINS. If it appears that you will not achieve over time
the value you have paid for a particular asset, you must write it
down. So that would be an income statement impact when you re-
alize you have got the valuation problem.

Mr. MARKEY. So, in other words, if they mark to the model, and
it turns out the model is not working——

Ms. WATKINS. That is on our fair value assets.

Mr. MARKEY. Right.

Ms. WATKINS. Most of the international assets were not nec-
essarily fair value assets. Those tended to be the domestic ones. We
do have some domestic assets that are fair value that are marked
to a model that is somewhat subjective.
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Mr. MARKEY. Okay. Now, Mr. Skilling has told us that he wasn’t
involved in the March 2001 Raptor transactions. The Powers Com-
mittee reports that others at Enron say he was. And Powers is crit-
ical of Mr. Skilling’s failure to assure that the Raptor losses were
properly accounted for in the first quarter of 2001. Do you have any
knowledge of Mr. Skilling’s involvement with or participation in
the Raptor vehicles?

Ms. WATKINS. No, I do not.

Mr. MARKEY. You do not. Now, in October of 2000, Mr. Fastow
convened a meeting of the LJM partners to review their activities.
Mr. Skilling is listed as a guest speaker. On page 7 of the presen-
tation document for this meeting, Mr. Fastow says that the reason
Enron needs private equity is because “energy and communications
assets typically do not generate earnings or cashflow within the
first 1 to 3 years, and investments dilute Enron’s current earnings
per share and its credit rating ratios.” Do you agree with that?

Ms. WATKINS. Some energy and communication assets generate
cashflow. But I guess he means our—Enron’s energy and commu-
nication assets

Mr. MARKEY. Yes.

Ms. WATKINS. [continuing] were not generating cashflow.

Mr. MARKEY. And you agree with that.

Ms. WATKINS. Yes.

Mr. MARKEY. Now, the proposed solution in that document was
“to deconsolidate assets” and “create structures which accelerate
projected earnings and cashflows.” Now, you had run the JEDI
partnership and had sold a Colombian asset to White Wing to in-
crease cashflow. Would you agree that this was the purpose of
Enron’s SPE?

Ms. WATKINS. The purpose of the Condor SPE appeared, in my
opinion, to be to generate funds flow. As far as LJM, I am mainly
familiar just with Raptor and the Raptor special purpose entities.
And it does appear that that—that those were created solely to en-
sure that certain losses that should flow through our income state-
ment were masked.

Mr. MARKEY. All right. If you could turn to page 9, where it says
that private equity can also be used for “earnings generation.” You
found that to be true on the Raptors SPEs, didn’t you?

Ms. WATKINS. Yes.

Mr. MARKEY. You did. Now, Mr. Skilling told us under oath that
while he was at Enron he was not aware of—and this is what he
told the committee—“any financing arrangements designed to con-
ceal liabilities or inflate profitability,” and that, again, “the off bal-
ance sheet entities or SPEs that have gotten so much attention are
commonplace in corporate America, and, if properly established,
they can effectively shift risk from a company’s shareholders to oth-
ers who have a different risk-reward preference. As a result, the
financial statements issued by Enron, as far as I know”—this is
Mr. Skilling speaking—“accurately reflected the financial condition
of the company.”

So, in your option, was Raptor IV “a financing arrangement de-
signed to conceal liabilities or inflate profitability?”

Ms. WATKINS. Well, I would focus in on his comment that we did
these deals to shift risk and return to an entity that wanted to bear
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that differing risk and return. The risk and return scenario that
Enron didn’t want to bear transferred to a special purpose entity.
We know from the Powers Report that there was no real economic
risk transferred to Raptor.

Mr. MARKEY. Do you believe that he knew the actual financial
condition of the company? Mr. Skilling, that is.

Ms. WATKINS. Yes, I do.

Mr. MARKEY. You do. Here on the LJM2 approval sheet, we have
Skilling signing off at Tab 2. Doesn’t that mean to you that Mr.
Skilling was involved in Raptor?

Ms. WATKINS. On these transactions where he is signing off, he
should be. I am looking at one that says Jeff Skilling, Joe Sutton,
with no signature. But maybe it was—oh, I don’t know who that
is that signed it. But if there was a signature block on these sheets
it had to be filled.

Mr. MARKEY. Okay. So, yes, that would be back on the first, sec-
ond, page 3, fourth page. It says LJM approval sheet, page 3. And
the bottom is Executive Jeff Skilling, with his signature next to it,
March 12, 2001. Can you see that?

Ms. WATKINS. March 12, 2001. That is under Tab 2?

Mr. MARKEY. Yes. It is in Tab 2, page 3.

Ms. WATKINS. Yes.

Mr. MARKEY. Now, what does that indicate inside the corporate
structure, as you know it, when a signature like that is under——

Ms. WATKINS. Well, he is approving Raptor IV. And I am sure
he was well versed with what this meant.

Mr. MARKEY. Are you sure?

Ms. WATKINS. He typically was very well versed.

Mr. MARKEY. So in your opinion, then, at the very top of the com-
pany these men were well briefed with regard to what was going
on inside of these special purpose entities.

Ms. WATKINS. It would be my opinion that Mr. Skilling would be
very well briefed about these transactions.
Mr. MARKEY. Well, again, I thank you.

And, Mr. Chairman, I thank you for your

Mr. GREENWOOD. The Chair thanks the gentleman.

Mr. MARKEY. [continuing] the last couple of years, and I thank
you for your courage.

Mr. GREENWOOD. Before recognizing the gentleman from Texas,
the Chair is going to exercise the prerogative because the Chair
has to turn the gavel over to someone else.

Ms. Watkins, in your interview with V&E, you discussed that
Fastow was, in effect, blackmailing banks to become investors in
LJM. What did you mean by that?

Ms. WATKINS. I had heard from friends that worked at Chase
and Credit Suisse and Bank of America that Mr. Fastow was al-
most somewhat threatening, that if you didn’t invest in LJM,
Enron would not use you as a banker or an investment banker
again. That he was threatening the institutions, that to get Enron
business they should invest in LJM.

Mr. GREENWOOD. Did that appear to be a successful strategy?

Ms. WATKINS. By the investors that are in LJM2, yes, it ap-
peared to work.
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Mr. GREENWOOD. And how about Mr. McMahon. He told us
about promises that were made to the banks. Did he participate in
that?

Ms. WATKINS. Well, I just remember from his testimony last
week that he was——

Mr. GREENWOOD. Did he

Ms. WATKINS. [continuing] he was asked about——

Mr. GREENWOOD. Did you discuss this issue with McMahon?

Ms. WATKINS. He and I discussed that Mr. Fastow used strong-
arm tactics occasionally.

Mr. GREENWOOD. Okay. The Chair recognizes the gentleman
from Texas, Mr. Green, for 10 minutes.

Mr. GREEN. Thank you, Mr. Chairman.

And, Ms. Watkins, I have some questions. But, first, I had some-
body from Houston send me an e-mail. Well, it actually came from
another Member of Congress, and the young lady actually worked
in Houston. And she said this, “Capitalism is if you have two cows,
and you sell one and buy a bull, and your herd multiplies, and the
economy grows and you sell them to retire on the income.”

And now you have Enron capitalism. You have two cows. You
sell three of them to your publicly listed company using letters of
credit opened by your brother-in-law at the bank, and then execute
a debt equity swap from an associated general offer so that you get
all four cows back with tax exemptions for five.

The milk rights of the six cows are transferred via an inter-
mediary to a Cayman Island company secretly owned by your CFO
who sells the rights to all seven cows back to your listed company.
And the annual report says the company owns eight cows with an
option for six more.

When I saw this late last night, of course, we ran until 3, and
I thought after hearing all of the testimony that we have heard be-
fore today, that is about what it sounds like. And your testimony
is very refreshing, in all honesty. And like a lot of members, I, you
know, respect you and admire you for being willing to put your job
on the line to go up to the CEO and say, you know, “We have a
problem.”

And, you know, after reading Vinson & Elkins’ response, they
didn’t respond like it should have been, and your testimony has al-
ready showed that.

Let me turn, if you could, to Tab 2 in your book. And what it
is it is your memo that you sent to Mr. Hecker, because at our first
hearing we actually had Arthur Andersen here and talked about
your memo. Were you surprised—I know as a former Arthur An-
dersen employee—how quickly Mr. Hecker communicated your con-
cerns to Andersen’s management?

Ms. WATKINS. Yes, I am looking at Tab 16, and it is a memo from
Mr. James Hecker dated August 21. I phoned him as he
Oé\/Ir. GREEN. Okay. Yes, it is Tab 2 on mine. It is Tab 16 on yours.

ay.

Ms. WATKINS. I phoned him, as it says, more like a sounding
board to talk to him about my concerns before I met with Mr. Lay.
I was thinking it was just something between us. In hindsight, I
realized the severity of what I was concerned about was something
that probably would induce him to do something about it. And I
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read this when this committee released this document a few weeks
ago.

Mr. GREEN. Okay. And when you spoke with him, you said—and
you told me you thought it would be confidential, or just between
you and him, or

Ms. WATKINS. Well, I didn’t say confidential necessarily, but I
was just trying to run some things by him. I did not realize he had
written a memo until this year.

Mr. GREEN. I guess in most organizations, though, if somebody
brings something to my attention that impacts my company, or
partnership in this case, you know, I would expect him to be able
to go to someone else and say, “By the way, there is a problem that
has been brought up, and it is my job to pass this on, so somebody
in a decisionmaking capacity higher than mine can do it.”

How long did you work with Arthur Andersen?

Ms. WATKINS. Eight years.

Mr. GREEN. Oh. So it was a number of years. Was it your experi-
ence that the practice groups tended to be sensitive about internal
allegations of accounting irregularities during your 8 years?

Ms. WATKINS. If I was still an auditor at Arthur Andersen, and
I got a call like mine, I would be highly concerned with the con-
versation and the topics that I brought up with Mr. Hecker.

Mr. GREEN. So it would circulate in the office and——

Ms. WATKINS. It doesn’t surprise me that he, after reading this,
talked to the people that he did, and that he did try to bring a lot
of attention to my concerns.

Mr. GREEN. Yes. And were you surprised that it actually made
it all the way up to Chicago?

Ms. WATKINS. Not really. Mr. Hecker indicated to me during our
call that he hoped I wasn’t right, because he didn’t think their firm
could stand another scandal following Waste Management and
Sunbeam.

Mr. GREEN. Yes. And we have discussed that before at our hear-
ings. I guess the Andersen folks who are here developed some type
of “I don’t remember” and “I don’t recall” illnesses it seems like
people get when they come into our committee room.

When you worked at Arthur Andersen—and I appreciate your in-
sights on what has happened—but it seems like they weren’t as
forthcoming as maybe they should have been, having been notified
last August, and maybe even questions before your memo to Mr.
Hecker.

In most of your memos, you have almost always provided a list
of additional people to speak with about collaborating your views.
And you have been documenting, saying, “This is just my opinion,
but here is other folks that can collaborate.” Are there people in
the Enron food chain that—who would be helpful to our sub-
committee to talk to that maybe if we haven’t had the oppor-
tunity—our investigators—is there anyone that you know of that
you may not have shared with our committee staff?

Ms. WATKINS. I think I have mentioned most of the names to the
staff—and also here today—that would be useful.

Mr. GREEN. Okay. Let me—another question. If you will turn to
page 37. Okay. I am sorry. If you will—I am sorry, Tab 26. The
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agenda for the LJM investments from October 26, 2000, annual
partnership meeting.

Ms. WATKINS. Okay.

Mr. GREEN. I know that you haven’t seen this document before.
But I think you can shed some light on this for us. Now, on page
37 of this report, sample investments, Raptor I, their first bullet
points to—or reads in relevant part that Raptor is a structured fi-
nance vehicle, capitalized with Enron stock, derivative in LJM eq-
uity, that will enter into derivative transactions with Enron related
to investments in Enron’s merchant investment portfolio.

How can an entity that is capitalized with Enron stock derivative
legitimately enter into a derivative transaction with Enron? And
how can Enron book that income from these transactions?

Ms. WATKINS. Well, the main issue, too, is that it was primarily
capitalized with an Enron stock derivative. And the LJM equity
had been completely offset by a cash fee paid to LJM. Under that
structure I don’t see how it could have been legitimate.

Mr. GREEN. Okay. And, again, this is the annual partnership
meeting of October of 2000. In your memo in August, and what we
have seen from the Powers Report that there was even information
in the spring of 2001—so, you know, it was before your memo—and
now we have the original—the annual partnership meeting—and I
have to admit, I was a business major. But I couldn’t make heads
or tails about how you could quantify this. I appreciate your an-
swer.

On page 38, sample investments, Osprey. The first bullet point
reads to relevant part that Osprey is a partner in an investment
vehicle that purchases merchant assets from Enron. It is capital-
ized with 50 million shares of Enron stock. If an entity were cap-
italized with Enron stock, and Enron stock sold assets—Enron sold
assets? to that entity, is Enron essentially selling assets to itself
again?

Ms. WATKINS. Osprey and Condor and White Wing are all the
same vehicle. And this is the Condor that I was referring to in my
memos that I was uncomfortable with.

Mr. GREEN. So the answer to the question is, if an entity were
capitalized with Enron stock, and Enron sold assets to the entity,
is Enron essentially selling assets to itself?

Ms. WATKINS. In this instance, there were significant outside in-
vestors.

Mr. GREEN. Okay.

Ms. WATKINS. And they could fall back on the assets for repay-
ment.

Mr. GREEN. Okay.

Ms. WATKINS. But it was also structured that if the assets were
not sufficient to repay the debt investors, they also had the stock.
Supposedly, this is a legitimate accounting structure. I am not
happy with it. I think if there is a claw back to the company, to
its own stock, it should not be off balance sheet. And the debt that
came into Condor or White Wing or Osprey was used to purchase
aﬁsets, and Enron got funds flow from operations treatment from
that.

And I think if it had been a consolidated special purpose entity,
it would have been funds flow from borrowings. And those are two
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very different funds flow items, in terms of how an analyst would
evaluate the company.

Mr. GREEN. Okay. The second bullet points out that this struc-
ture created a synthetic, multi-billion dollar balance sheet for
Enron that deconsolidated assets to generate funds flow. If, in fact,
these structures created synthetic balance sheets for Enron that in-
dicated an increase in funds flow, would this be intentionally de-
ceptive to investors, in your opinion?

Ms. WATKINS. Yes. In my opinion, it would.

Mr. GREEN. Ms. Watkins, you said earlier that the push to sell
assets and increase cashflow began in the third and fourth quar-
ters of 1999?

Ms. WATKINS. Yes, sir.

Mr. GREEN. So now 1%z years later, in its continued effort to arti-
ficially increase its cashflow, Enron is selling its assets at inflated
prices to partnerships of which its senior executives are the general
partners. These partnerships are either capitalized with or guaran-
teed by Enron stock, and this was done to improve the optics of
Enron’s balance sheet in order to deceive Wall Street analysts and
investors.

I know that is a long phrase. But do you think these—in your
opinion, these partnerships were either capitalized or guaranteed
this was done to improve the optics. And I love the terminology,
“the optics of Enron’s balance sheets to deceive Wall Street ana-
lysts and investors.”

Ms. WATKINS. It appears that some of these vehicles were used
for financial statement manipulation.

Mr. GREEN. Thank you.

Thank you, Mr. Chairman.

Again, thank you for being here, and I have been proud to read
the articles about a Texas lady who is willing to do that.

Chairman TAUZIN. I thank the gentleman.

I think we have gone through the roster of members who are
qualified to ask questions. I want to acknowledge for the record,
however, the presence, once again, of Congresswoman Sheila Jack-
son-Lee, who is not a member of our committee, and, therefore, not
entitled to participate with questions but who has been an extraor-
dinary participant through all of these hearing processes on behalf
of the citizens of her community who have been so devastated by
this collapse.

And again, Congresswoman Lee, we welcome you and thank you
for your attendance and your participation, physically and I know
emotionally, in these hearings. Thank you.

Let me, before we wrap, put a few questions into the record, Ms.
Watkins, that I think are important as well because the answers
will tell us a little bit about who was taking responsibility for what
was going on and who was not. I want to focus on the gentleman
who held the position of Executive Vice President and Chief Risk
Officer.

Now, would you describe for us the function of the Chief Risk Of-
ficer in the corporation?

Ms. WATKINS. Mr. Buy supervised our credit department.

Chairman TAUZIN. And his name is Rick Buy, right?
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Ms. WATKINS. Rick Buy, yes. He supervised our credit depart-
ment, our risk assessment and control group, and he was in charge
of our risk management policy that was presented to the Board
each year.

Chairman TAUZIN. So he was—according to our documents—re-
sponsible for identifying, quantifying, controlling risk in both
En}rlo‘r?l’s trading activities and their investment opportunities,
right?

Ms. WATKINS. Yes.

Chairman TAUZIN. This would include all of these special entities
and partnerships that Enron was engaging in, right?

Ms. WATKINS. Yes, that is correct.

Chairman TAUZIN. Now, did you ever have a conversation with
him about the precarious financial condition of Enron and its reli-
ance upon these questionable deals to continue to meet the earn-
ings projections?

Ms. WATKINS. I had worked with Mr. Buy during the time period
where I was managing the JEDI portfolio. I have also had discus-
sions with him. He was a former co-worker and friend. The week
leading up to my meeting with Mr. Lay, Mr. Buy was on vacation,
and I actually phoned him. I was trying to use him as a sounding
board as well.

I told him a bit about my concerns and that I had a meeting
scheduled with Mr. Lay. I asked him if I could fax him my mate-
rials to get his opinion about

Chairman TAUZIN. But did you tell him that, in fact, some of the
materials had come from his own shop?

Ms. WATKINS. No. But I just told him I had some memos that
I wanted to fax him and have him look at.

Chairman TAUZIN. Did you identify those memos, or explain to
him what they might say or:

Ms. WATKINS. I told him I was very concerned about the Raptor
transactions, that we had very large accounting issues, and that it
was not appropriate to be backstopping these Raptor losses with
Enron stock.

Chairman TAUZIN. So you offered to send him all of this. What
was his response?

Ms. WATKINS. He said he would rather not see it.

Chairman TAUZIN. Now, he would rather not see it? And his job
was the risk officer for the corporation?

Ms. WATKINS. Yes, sir.
hCh?airman TAUZIN. And so I suppose you didn’t send it to him,
then?

Ms. WATKINS. No, I did not.

Chairman TAUZIN. So the Chief Risk Officer of the corporation
was in a see no evil, hear no evil, speak no evil position?

Ms. WATKINS. It was——

Chairman TAUZIN. He didn’t want to see the documents?

Ms. WATKINS. It would appear that would be the case.

Chairman TAUZIN. Now, did he tell you anything about the pre-
garilogs financial condition of Enron and its reliance upon these

eals?

Ms. WATKINS. Mr. Buy expressed the opinion to me, as early as
maybe even 1997/1998, that he felt like Enron was one or two
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quarters away from disaster. Now, he had different reasons for
that, but that was because we were a trading company. Trading
companies usually it is hard to predict earnings. You have to de-
pend upon volatility in the marketplace.

And we were so dead set on predicting our earnings, and the
street had become accustomed to us predicting our earnings. So he
just felt like if we ever missed our earnings targets people, i.e. the
analysts and the investing community, would look at us under a
microscope and that he was concerned that would put us in in a
disastrous position.

Chairman TAUZIN. So here is the Chief Risk Officer who has ex-
pressed to you concerns that you may be a quarter away from dis-
aster because of Enron’s reliance upon these transactions, who says
to you, “Don’t send me the documents illustrating your concerns
that there are serious problems with these transactions.” How did
you react to that?

Ms. WATKINS. I was disappointed because I felt like he was in
a position to help us disclose these things with Mr. Lay.

Chairman TAUZIN. And you weren’t going to get any help at all
from him.

Ms. WATKINS. Right.

Chairman TAUZIN. Now, you were part of an investor conference
call on October 23. Now, to put it in perspective, this is about the
time that you are discussing with Mr. Lay your concerns and bring-
ing them to him attention?

Ms. WATKINS. Well, it was after the earnings release, which
talked about the $1.2 billion shareholder reduction.

Chairman TAUZIN. October 16, right?

Ms. WATKINS. October 16. We had an October 23 investor call
that was open to the public, and I just listened in.

Chairman TAUZIN. Right. Now, I understand that Mr. Causey
and Mr. Lay were members of that conference call.

Ms. WATKINS. Yes, that is right.

Chairman TAUZIN. And you had a chance to listen in to the con-
versations. Were the Raptors discussed in that conference call?

Ms. WATKINS. Yes. An analyst asked the question, “Okay. Enron
has unwound these Raptor transactions. You have written off the
transactions in the third quarter of 2001. If they had never existed
at all, what would have been the income statement impact for the
year 2000?” And Mr. Causey responded that there would have been
little or no impact, because we could have done these transactions
elsewhere.

Chairman TAUZIN. Was that a true statement?

Ms. WATKINS. I don’t think so, and the Powers Report doesn’t
think so either.

Chz;irman TAvuzZIN. Did Mr. Lay have any comments on that
point?

Ms. WATKINS. Well, Mr. Lay parroted Mr. Causey word for word.
And I felt like that was a statement he didn’t necessarily know,
and it was unwise to parrot the Chief Accounting Officer on that
statement.

Chairman TAUZIN. Now, here Mr. Causey and Mr. Lay are on a
conference call with investors telling them that if the Raptors had
not been a part of Enron there would have been no impact on the
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income statement. You believe that to be false. Did you express
your concerns about these statements following that conversation?

Ms. WATKINS. Well, I did go into Ms. Olson’s office, and I said,
“You need to warn Mr. Lay that he should not make comments like
that unless he knows it to be a fact.”

Mr. TAuzIN. Did you make notes of those conversations?

Ms. WATKINS. Yes, I did.

Chairman TAUZIN. Have you supplied those notes to the com-
mittee?

Ms. WATKINS. I have them. I believe my attorney was going to
supply them later.

Chairman TAUZIN. I would appreciate it if you would supply
those notes that we might have them as part of the record. Without
objection, that will be so ordered One final thing I want to get on
the record, Ms. Watkins, that I think is awfully important, too.
Once you were identified as the author of the anonymous letter you
first sent, did any of the executive offices of Enron, of the 50th floor
up, ever contact you to discuss with you what you had written? Did
anybody praise you for coming forward from the 50th floor? Was
there a difference between the reaction of Enron employees below
t}ll)e 5({)}th floor, as opposed to those in charge on the 50th floor and
above?

Ms. WATKINS. Well, the reaction from the employees that have
been laid off has been just fantastic. They are very supportive. And
then, I would say from 90 percent of the employees that are still
there the reaction is also very positive. From the 50th floor, I have
only had one person give me an “atta girl” so to speak, and that
was Mr. Ray Bowen.

Chairman TAUZIN. One final thing. This is very important, obvi-
ously, for you and for us. Will you agree to inform us immediately
if, as a result of your coming forward to testify before this com-
mittee, and your willingness to come forward to Mr. Lay with your
concerns as you have, if any retaliatory action is threatened or pro-
posed or suggested in terms of your employment and your position
with Enron?

Ms. WATKINS. Yes, sir.

Chairman TAuzIN. All right. We thank you for that, and we as-
sure you we will be watching that extraordinarily carefully.

Are there any requests for additional questions?

Mr. DEUTsCH. Thank you, Mr. Chairman.

Chairman TAUZIN. The gentleman from Florida.

Mr. DEUTSCH. Just a couple of very specific followups. In your
discussion with staff yesterday, you stated that you believed that
Enron should have taken additional writeoffs beyond those in the
November 8 restatement. Could you explain that?

Ms. WATKINS. Well, the Raptor vehicles that I wrote about, that
were all associated with LIJM2, they were unwound and written off
in the third quarter of 2001. And they have yet to be restated.
Those should be unwound as if they never existed, and they should
restate 2000 results in the first quarter of 2001.

Mr. DEUTSCH. What is the significance of taking additional write-
offs, especially since Enron is now in bankruptcy proceedings?

Ms. WATKINS. It is the appropriate thing to do for a public com-
pany. We are still publicly traded and under SEC rules.
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Mr. DEUTSCH. And just a couple very quick followup questions.
Is your sense that there was complicity with the auditors, Arthur
Andersen, and, in a sense, with Vinson & Elkins as well, or was
there basically fraud to both your accountants and your attorneys?
In other words, was this a cooperative effort with Enron manage-
ment to basically come up with these ideas? Or was the representa-
tion to the accountants and the attorneys misinformation?

Ms. WATKINS. It is my opinion that Enron transaction account-
ants, most notably Ben Glisan, helped come up with the structure
and come up with the support for the structure, and then convinced
Andersen that it worked.

Mr. DEUTSCH. So they knew—what you are really saying is, in
your opinion, they knew—it was not that Enron was holding back
what the actual structure of the transaction was.

Ms. WATKINS. Oh, I think they understood the structure, yes.

Mr. DEUTSCH. And the issues in terms of Enron being the guar-
antor and all of those issues?

Ms. WATKINS. Yes.

Mr. DEUTSCH. You mentioned something, obviously, very dis-
turbing. That you, in fact, felt fear of your personal safety. Did you
do anything to follow up based on that fear?

Ms. WATKINS. I did actually talk with some Enron security per-
sonnel. I was a little bit concerned that I had—in effect, Mr.
Fastow potentially lost his job because, you know, I brought up
these concerns. And I actually talked to Enron security personnel
about whether I should do anything different, more concern that
Mr. Fastow might be vindictive.

Mr. DEuTSCH. Did they give you any advice to take specific ac-
tion?

Ms. WATKINS. Just general security advice on

Mr. DEUTSCH. Did Mr. Fastow exhibit any, you know, violent be-
havior——

Ms. WATKINS. No.

Mr. DEUTSCH. [continuing] erratic behavior that would lead——

Ms. WATKINS. No. It is just I did not feel very much support. I
did feel like I was a little bit of a lone fish swimming upstream,
and so it starts to wear on you that it is you against them. And
I was a little bit concerned.

Mr. DEUTSCH. Are you convinced that Mr. Baxter’s death is a
suicide, or is it possible that there was another, you know, more
nefarious activity?

Ms. WATKINS. I am sure the authorities have reported that cor-
rectly.

Mr. DEUTSCH. Is there any doubt in your mind?

Ms. WATKINS. Probably not.

Mr. DEUTSCH. Doubt in your mind about that it was a suicide?

Ms. WATKINS. Yes. I believe it probably was.

Mr. DEUTSCH. If you say “probably,” there is doubt.

Ms. WATKINS. It is just a sensitive topic that I would rather not
comment on.

Mr. DEuTscH. Okay. Let me—the last thing, is submit for the
record a list of transactions of Enron management. This is some-
thing we talked about previously. It is actually a list of trans-
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actions of sales of Enron stock through the end of last year, total-
ing $1.1 billion.

Chairman TAUZIN. Without objection, the document will be part
of the record.

Mr. DEUTSCH. Total of 17 million shares. You know, obviously,
none of these shares were sold at zero, at a dollar, at $5, at $10.
And I guess, you know, these people were wise enough or lucky
enough to sell stocks before the facts that you have described and
that we have uncovered became public.

And it is either they were all very lucky or, in fact, they were
trading on inside information, as it appears from the outside look-
ing in.

Thank you, Mr. Chairman.

Chairman TAUZIN. Thank you very much.

I would also ask that the record include the transcript of the con-
ference call referred to in our recent questions as part of the
record. Without objection, it is so ordered.

The gentleman, Mr. Stupak, is recognized for questions.

Mr. STUuPAK. Thank you, Mr. Chairman. Just a few questions, if
I may.

But before I do that, I want to thank you, Mr. Chairman, Mr.
Dingell, Mr. Deutsch, Mr. Greenwood. We have had about five or
six hearings now. They have been good hearings. We have all been
working together on this debacle, if you will, and things have gone
quite well. And I would also like to mention our personal staffs, es-
pecially committee staff. They work long and hard to help get us
prepared and work——

Chairman TAUZIN. Will the gentleman yield?

Mr. STUPAK. Sure.

Chairman TAUZIN. There is a personal interest story. I know he
is going to get upset with me for saying it, but the gentleman who
is in charge of our investigative staff, Mark Paoletta recently went
through lung surgery, serious lung surgery, a surgery he was at-
tempting to put off while this investigation was proceeding. And I
had to threaten to fire him to make him—in fact, go to his father
and threaten to fire him if he didn’t go to the hospital and take
care of his lung surgery. He took care of it this weekend, and he
is back to work already.

The staff has done marvelous work, and Mr. Paoletta is particu-
larly to be accorded our appreciation for his sacrifice of self to get
this job done. And we thank you, Mark.

I thank the gentleman.

Mr. STUPAK. And we all appreciate Mark being back and helping
throughout this whole ordeal that we have been going through.

Ms. Watkins, something has been sort of bugging me, and I have
asked this question before and never really got an answer. Maybe
you can shed some light on it. In one of the transactions, Mr. Cop-
per, in a very short period of time, made like about $2 million. And
the records and everything we have seen says there is no reason
why he should make $2 million in about 2 months, no indication
of what was the consideration for the compensation.

But yet he made that money, and I believe it was on the South-
ampton deal, and maybe it was on the unwinding of Chewco or
something like that. Just how would someone get paid $2 million
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in this whole deal? I mean, how would you handle that on the
books?

Ms. WATKINS. All I know about those transactions were what I
have read in the Powers Report. And I would probably agree with
the Powers Report that it does raise questions when you can have
such large returns in such a short period of time.

Mr. STuPAK. What books handled that loss? The Enron books or
Southampton? Would you know?

Ms. WATKINS. Well, if Enron was purchasing an interest——

Mr. STUPAK. Right.

Ms. WATKINS. [continuing] for instance, a Chewco interest or——

Mr. STUPAK. Which they are supposed to have been.

Ms. WATKINS. If you are buying back an asset, that goes on your
books at the price you paid.

Mr. StuPAK. Paid.

Ms. WATKINS. So it is not an income statement item. It is not
necessarily a loss for Enron and a gain for Mr. Copper. It could be
an asset purchase by Enron that provided a gain to Mr. Copper.

Mr. STUPAK. Sounds like just the way to pass through some
money real quickly, right? After you did your memo and Vinson &
Elkins reviewed—did their investigation if you will, on or about Oc-
tober 15, they said that a broader investigation was not necessary
and it was just bad cosmetics, and we can see our way through
that.

But then, the very next day, on October 16, is when Enron an-
nounced that, due to accounting errors and restructuring related to
transactions involving LJM2, it was revising its shareholder equity
numbers downward by $1.2 billion and posting a third quarter loss
in excess of $500 million. And then, it went on, and you didn’t be-
lieve at that time, even despite the October 16 announcement, that
the whole story had been told about the looming financial and ac-
counting crisis involving all of these partnerships and these PSEs.

And then, on November 8, Enron stated its intent to redo their
financial statements for the past 4 years due to additional account-
ing problems, again, with the LJM and Chewco partnership.

Now, despite all of these actions, October 15 and November 8, do
you believe that we have learned all of the problems that are there,
or are there still some things that you believe must be done to real-
ly come clean here with the American people and the stock and
faith that people had in this company called Enron?

Ms. WATKINS. The only people at Enron saying there is a prob-
lem are the people hired from the Powers Report and myself.

Mr. STUPAK. So despite all of the restatement of accounting and
restatement of financial statements, again, the Powers Report and
you, So——

Ms. WATKINS. Well, the Raptor transactions have not been re-
stated yet.

Mr. STUPAK. So what concerns would you still have, then, about
the transparency or the accuracy of Enron’s financial statements
besides the Raptor hasn’t been fully restated?

Ms. WATKINS. Well, the Raptor transactions need to be fully re-
stated and——

Mr. STUPAK. Anything else?
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Ms. WATKINS. Well, there was another memo written by an em-
ployee from Enron Energy Services. It was disclosed in the press.
I think it outlined how Enron solved its EES mark-to-market valu-
ation issues that I raised at the first part of my anonymous letter.
And that needs to be looked at. That is segment reporting. I am
sure they actually bore the loss in the wholesale group, but that
segment reporting was important to Enron in 2001.

Mr. STUPAK. Well, it seems like the October 16 reevaluation if
you will was a result of your efforts, and it is our understanding
between October 16 and November 8 you continued to push Ken
Lay and others to do further restatements. So maybe after your
testimony today we can expect some more restatements from Enron
or some coming clean on Raptor or something like that. Hopefully,
because we really want to get to the bottom of this. And what are
all of the problems here? Let us get it on the table. They are in
a bankruptcy situation, and we want to get this thing moved on.

That brings me to my next question. In the minutes, and
throughout some testimony and some of the flowcharts we have
seen throughout here, there is mention of Enron Europe, the
Southern Cone, which would be South America, Brazil, Australia,
Japan. If we are seeing all of these problems here in this country
related to Enron, do you know of any problems that others are see-
ing overseas? What has happened over there in Australia?

In Brazil, they were particularly concerned about the devaluation
of their currency there and how it would affect Enron. So the
Enron collapse, how has it affected things overseas? If you know.

Ms. WATKINS. I am not—I was in Enron International, but most
of the international assets are hard assets. They are accrual-based
assets. They are fairly traditional. In a country like Brazil that has
devaluation concerns, it might mean that we don’t achieve the U.S.
dollar cash price that we paid, but I don’t know of anything that
would indicate any kind of financial statement manipulation re-
lated to those assets.

Mr. STUPAK. I am looking at your memo. It is dated October 30,
2001, 4:45. T am on the second page. It looks like it is Tab Number
21. And I am looking on the bottom of page 2, it says, “Note.” Are
you with me?

Ms. WATKINS. Yes.

Mr. StupAK. Okay. It says, “Note: After restatement, the good
news is that our core trading business is solid with strong numbers
to report. The bad news, EBS was losing big money in 2000. The
big losses then start until 2001, and EES did not start making a
profit in 2000.” So how would—were the shareholders ever made
aware of any of this?

Ms. WATKINS. My concern when I was making this point was
that Enron Broadband and Enron Energy Services were our growth
vehicles. They were supposedly one of the reasons why we were en-
joying a high PE multiple. And we did finally report to investors
that EBS was losing money, large amounts of money in 2001. But
the Raptor hedge on Avici made EBS look like it had only lost $50-
or $60 million in 2000 when actually it was more like $250 million.

And it was very important to Enron that we announce that
Enron Energy Services was profitable in 2000. Without the New
Power hedges, EES was not profitable in 2000. This would have
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significantly impacted our PE multiples and our stock price in the
year 2000.

Mr. STUPAK. So it is fair to say if—if you started losing money
in 2000, it really wasn’t reported until 2001. So you probably had—
you have at least 12 months. So, basically, the shareholders
weren’t told the truth here what was going on with this situation.
Is that a fair statement?

Ms. WATKINS. That is a fair statement.

Mr. StupAK. Okay. With that, Mr. Chairman, I have nothing fur-
ther. Thank you.

And thank you again.

Chairman TAUZIN. I thank you very much, Mr. Stupak.

As we conclude, I note, Ms. Watkins, that on that same memo
you make the point that Lay should meet with top SEC officials,
and that Key Lay and Enron needed to support one of the SEC’s
long-term objectives of requiring that the “Big 5” accounting firms
rotate off their large clients on a regular basis as short as 3 years.
Do you stand by that recommendation?

Ms. WATKINS. Yes, I do. As an investor in the U.S. stock market,
I would feel a lot more comfortable knowing that public companies
had to rotate their accounting firms every 3 years.

Chairman TAUZIN. It is a recommendation we receive from a
number of sources as we go forward.

Let me make several observations. First of all, that you sort of
stumbled on the Raptors. You are not here saying that is all that
may have been wrong. There may be other things in other trans-
actions that are you not aware of that may need some inquiry. Is
that correct?

Ms. WATKINS. Yes, sir.

Chairman TAUZIN. Second, that as I said at the beginning of this
hearing, we are going to try to move as rapidly as we can from this
inquiry into an actual examination of solutions. And the commit-
tees are beginning to do that. One of them met today; one of them
met yesterday. And Mr. Greenwood and Mr. Stearns, in fact, have
been asked by the committee to actually begin putting a set of rec-
ommendations together for the committee to look at.

And your thoughts, as you have been asked before by some mem-
bers, in regards to your observations and recommended changes we
might make, are certainly welcome, and we would appreciate it.

Ms. Watkins, your testimony stands for itself. It doesn’t need a
whole lot of elaboration or editorial comment. But I do want to
make one. And that is that your testimony, your activities in re-
gard to Enron, actually call all of us to examine the notion of cor-
porate loyalty. There are some, I assume, who believe corporate
loyalty is protecting the corporation against all harm, even when
it is doing something wrong.

You have demonstrated, for us, a different definition of corporate
loyalty, a different definition of fiduciary responsibility to a cor-
poration, that includes responsibility to its shareholders and inves-
tors. And I want to compliment you for that.

There are mothers and fathers listening to these hearings, and
who have heard your testimony, and now have an experience, I
think, upon which to hopefully teach their sons and daughters who
are going to work for American corporations about the notion of
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corporate loyalty that you bring to the table this morning, the no-
tion that corporate loyalty means owning up to mistakes for the
sake of the proper relationship with investors and consumers, and
confronting them directly, and reporting them and dealing with
them forthrightly.

Would that the last clear chance you gave the leadership of
Enron been accepted and taken, apparently that didn’t happen, but
you at least stood for that proposition. And, again, I commend you
for that. I hope that sons and daughters of American citizens follow
your example, frankly, and adopt your concept of corporate loyalty
as a mantra.

As I said, we are learning from these hearings. I think corporate
America is learning from these hearings. And I truly believe, as
Mr. Greenwood does, that when we complete them—and our work
is not yet finished—but when we complete them we will together,
Democrats and Republicans on this committee, be able to propose
a set of reforms, together with the reforms that I know corporate
America itself is talking about instituting, and agencies of our gov-
ernment are talking about instituting, that is going to build better,
clearer, more responsible lines of communication and information
and disclosure and investor confidence in this country.

If that is a result of this mess, then perhaps our country will be
much better for it in the end, and you will have contributed might-
ily to that process. For that, I thank you.

And unless there is any other business to come before the com-
mittee, the Chair announces that the record will stay open for 30
days.

Ms. Watkins, your testimony was under oath, of course. And if
you and your attorney will carefully review it, if there are any ad-
ditional comments or clarifications or additions you want to make
to the record, the record is open for 30 days. We may have addi-
tional questions we would like to submit to you in writing to which
you might respond.

We will be in touch with you in that regard. Again, thank you
for your extraordinary cooperation and for your contributions.

The hearing stands adjourned.

[Whereupon, at 4:06 p.m., the subcommittee was adjourned.]

[Additional material submitted for the record follows:]
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LJM2 APPROVAL SHEET
This Approval Sheet shouid be used to approve Enron’s participation in any transactions invelving LIM Cayman, L.P. ("LIMi™) or
LIM2 Co-Investment, L.P. (“LJM2"). LIM! and LIM2 will collectively be referred to as "LIM™. This Approval Sheet 1s in additon
to (not in lieu of) any other Enron approvals that may be required.

GENERAL

Deal name: Raptor

Date Approval Sheet completed: April 18, 2000
Enron person completing this form: Trushar Patel
Expected closing date: May 4, 2000

Business Unit: Enron Corp.

Business Unit Originator: Ben Glisan R

This transaction relates to OLIM! and/or EILIM2.

This transaction is O a sale by Enron Da purchase by Enron Da co-sale with Enron Oa co-purchase with Enron and/or
Mother:__creation of hedging structure .

Person(s) negotiating for Enron: Ben Glisan
Person(s) negotiating for LIM: Michael Kopper
Legal counsel for Enron: Vinson & Elkins

_Legal counsel for LIM: Kirkland & Ellis
DEAL DESCRIPTION
Talon I LLC (“Talon") is a special purpose entity organized for the purpose of entering into certain derivative transactions. LIM2,
through its 100% voting control of Talon, has the unilateral ability to make the investment decisions for Talon and is not contractually
wligated to execute any derivative transactions with Enron. LIM2 will execute derivative ransactions with Harrier  LLC
Harrier™), a wholly-owned subsidiary of Enron, to the extent those investment decisions are aligned with LJM2’s investment
objectives. Enron, through Harrier, will offer LIM2 the opportunity to execute derivative instruments relating to both public and
private energy and telecommunication investments made by Enzon.

ECONOMICS

Talon's distributions to equity holders will be limited by eamings at Talon. To the extent there are earnings and sufficient cashto

distribute, distributions will be made according to the following waterfali:

«  First, $41 million to LIM2

e Second, distributions as necessary until LIM? receives a 30% IRR over the term of the structure (unless the IRR was achieved
through the $41 million distribution above)

o Third, 100% to the special limited parmership interest, Harrier I LLC, a wholly-owned subsidiary of Enron

DASH
See attached.

VEL 00129

eshou-evhieioeis: Rapeor_LiMApeosl doc
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LJM APPROVAL SHEET L e
Page2

ISSUES CHECKLIST

1. Sale Options

a. Ifthis transaction 15 a sale of an asset by Enron. which of the foll g oplions were idered and rejected:

DOCondor OUJEDIII OThird Party  ODirect Sale. Please explain: Not a sale of an asset by Enron

b, Will this ion be the most beneficial alternative to Enron? HYes QNo. Ifno, please explain:

c.  Were any other bids/offers din ion with this ?  OYes ENo. Pleass explain: Private
structured finance transaction

2. Prior Obligations

a.  Does this transaction involve a Qualified Investment (as defined in the JEDI I parmership agreement)? OYes @No. If
ves, please explain how this issue was resolved:

b.  Was this transaction required 1o be offered to any other Enron affiliate or other party pursuant to a contractual or other
obligation? OYes  &No. If yes, please explain:

3. Terms of Transaction

a.  Whatare the benefits (financial and otherwise) to Enron in this transaction? DOCash flow OEamings
BIOther: Ability to hedge mark-t ket exp oni in publicly and privately held companies

b. Was this transaction done strictly on an arm’s-length basis? BYes ONo. If no, please explain:

¢. Was Enron advised by any third party that this transaction was not fair, from a financial perspective, to Enron?

OYes BINo. Ifyes, piease explain:

d. Areall LIM and out-of-pocket costs (including legal fees) being paid by LIM? OYes HENo. If no, is
this market standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when
responding to iterns 1.b. and 3.b. above? BYes ONo.

4. Compliance

a. Will this transaction require disclosure as a Certain Transaction in Enron’s proxy statement? &Yes DONo.

b.  Will this wansaction result in any compensation (as defined by the proxy rules) being paid to any Enron employee?
OvYes &No.

c. Have all Enron employees’ involvement in this transaction on behalf of LIM been waived by Enren's Office of the
Chairman in accordance with Enron’s Conduct of Business Affairs Policy? BYes DONo. If no, please explamn:

d.  Was this @ ion reviewed and approved by Enron’s Chief Accounting Officer? BYes QNo.

e. Wasthisu reviewed and app: d by Enron’s Chief Risk Officer? ®Yes ONo.

f.  Has the Audit Committee of the Enron Corp. Board of Directors reviewed al! Enron/LJM transactions within the past

twelve months? OYes ENo. (The Audit Committee has not held a meeting since LIM2’s formation.) Have all
recommendations of the Audit Committee relating to En-o/LJM transactions been taken into account in this
transaction? OYes DONo.
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APPROVALS
Business Unit
Business Unit Legal
Enron Corp. Legal
Global Finance Legal
RAC

Accounting

Executive

HNapaor,_LIMApproval doc

Name Signature Date
Ben Glisan iy £ - £2- 0
Rex Rogers 7///4’;/4 //‘/.,.q,_ < 470D
Scott Sefion o w‘é‘&e&‘:&{ &5-22-00
Rick Buv % o,
Rick Causey @-)/ £33 e
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ENRON DEAL SUMMARY

DEAL NAME: Rapter Date Completed: April 18, 2000
Originated: Enron Corp. Investment Analyst: Chris Lochr N
Expected Closing Date: 4/18/00 Investment Type: Equity -

Expecied Funding Date: 5/04/00

INVESTMENT

LIM2 Capital Commitment $ 30,000,000

DEAL DESCRIPTION

Talon I LLC {“Talon™) is 2 special purpose entity organized for the purpose of entering wnto ceriain derwvative
ansactions. LIMZ, through its 100% voting control of Talon, has the unilateral ability to make the investment decisions
for Talon and is not contracrually ebligated to execute any derivative transactions with Enron. LIM2 will execute
derivative transactions with Harmier § LLC {“Harrier™), & wholly-owned subsidiary of Enron, to the extent those
investment decisions are aligned with LIM2's investment objectives. Enron, through Harrier, will offer LIM2 the
opportunity to execute derivative instruments relating to both public and private energy and telecommunication
investments made by Enron.

TRANSACTION SUMMARY

On April 21, 2000, LIM2 will purchase 100% of the voting interest in Talon for $30.000,000

Talon is a bankTuptcy remote, special purpose vehicle that will be capitalized with:

s LIM2's capital investment

= A series of forward sales on Enron shares {$500 million of gross value but $350 million of net value after 2 30%
liquidity discount has been ascribed given the restrictions impesed on the underlying shares) resulting in ultimate
ownership by Talon of Enron common stock

»  The sale of puts on {7 million] Enron shares with a strike of [$57.50}, 2 marurity in (six months] from close and a
premium due of {$6] per share.

In exchange for the above capitalization, Talon will provide Harrier: (i) a 3400 million note whose pnincipal is

convertible into derivatives, and (if) a special limited partership interest in Talon initially valued at $1,000.

To limit Talon's exp to the mark-x ket of the underlying derivative transactions, Talon and

Harmier agree to limit the notional amount of swaps and premiums paid as follows: (i) up to $1.5 billion notiona! value

of at-the-money swaps, (it) up to $400 million of net premiums on other derivative transactions, and (it} up to 31

billion of loss on premium paid derivatives.

LIM2Z will have a fair market value put for its membership interest in Talon that allows LIM2 to put its interest back to

Harrier in the event that LIM2 has not reccived the greater of S41 million or a 30% IRR by October 31, 2000, Enron

has provided support fo: Harrier’s financial obligation under such an event in the form of a guaranty.

At the maturity of the structure, Talon will Jiquidate the excess value, if any, of the Enton shares under the forward

sales over the derivative losses, if any, at Talon and any principai outstanding on the Talon note. The excess proceads,

if any, will be dismibuted to LIM2 and Harrier in accordance with their capital accounts and the distribution waterfall.

INVESTMENT RETURN SUMMARY

Base Case Return
1t iz expected shat Talon will have eamings and cash sufficient to dismibute 341 million 1o LIM2 within six months,
yiclding an annualized return on investment to LIMZ of 76.8%

Distributions
Talon’s distributions 1o equiry holders will be limited by eamings at Talon. To the exient there are eamnings and sufficient
cash to distribute, distributions will be made according to the following waterfall:
+  First, S41 million to LIM2
s Second, distributions as necessary until LIM2 receives a 30% IRR over the term of the structure (unless the [RR
was achieved through the $41 miltion distribution above)}
*  Third, 100% fo the special limited parmership interest, Harrier I LLC, 2 wholly-owned subsidiary of Enron
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Fair Market Value Put

In the event that LJM2 has not received the greater of $41 million or 2 30% [RR on its investment by October 31, 2000,
LIM2 will have a fair market value put whereby LIM2 can put its interest in Talon back to Harrier. The fair market value
of the membership interest is determined largely by Enroa’s stock price and is summarized below:

Enron Stock Price Fair Market Put Value i LIM2 IRR
57.50] $41.0 miltion 76.8% ]
48.95) 34.5 million 30.0%

48.35 30.0 million 0.0% B

Expenses
Enron has agreed to cover all of LIM2’s accounting and legal expenses related to this transaction. Enron will cover
expenses related to formation of the structure as well as ongoing expenses.

VEL 00133
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APPROVALS

Business Unit Originator

Business Unit Legal

Name Signature Date

Ben Glisan br2~, o)

oot Lot den Y- AR 5.23.00
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CONTIBINT
LIM2 APPROVAL SHEET

“his Approval Sheet should be used 10 approve Enron's participation in any transactions nvolving LJM Cayman. L.P. (“LIMI™Y or
LIM2 Co-Investment, L.P. {("LIM2"). LIM! and LIM2 will collectively be referred to as "LIM™. This Approval Sheet 15 ia addition
10 {not in licu of) any other Envon approvals that may be required.

GENERAL

Deal name: Raptor I1

Date Approval Sheet compieted: June 26, 2000
Enron person completing this form: Trushar Pate!
Expacted closing date: June 30, 2000

Business Unit: Enron Corp.

Business Unit Originator: Ben Glisan

This transaction relates to CILIMI andior  EILIM2.

‘This wransaction is [ 3 sale by Enron Oa purchase by Enron Oa co-sale with Enron Ula co-purchase with Enron andior
other:__creation of hedging structure, .

Person(s) negotiating for Enron: Ben Glisan
Person(s) negotiating for LIM: Michael Kopper
Legat counsel for Enron: Vinson & Elkins

Legal covnsel for LIM: Kirkland & Ellis

DEAL DESCRIPTION

Timberwolf ILLC ("Timberwolf™) is a special purpose entity orgamized for the purpose of entering into certain derivative

“ansactions. LIM2, through its 100% voting control of Timberwolf, has the unilateral ability to make the invesiment decisions for
nberwolf and is not contractually obligated ta execute any derivative transactions with Enron. LIM2 will execute derivative

wansactions with Grizzly I LLC ("Grizzly™), 2 wholly-owned subsidiary of Enron. 10 the extent those investment decisions are aligned

with LIM2's investment objectives. Earon, through Grizzly, will offer LIMZ2 the opportunity 1o execute derivative instruments

relating to both public and private energy and telecommunication investmenis made by Enron.

ECONOMICS

Timberwol{"s distributions 1o equity holders will be limited by camings &t Timberwolf. To the extent there are carnings and sufficient

cash to distribute, distributions will be made according to the following waterfali:

*  First, 341 million 10 LIM2

*  Second, distributions as necessary untit LIM2 receives a 30% IRR over the term of the structure (unless the IRR was achieved
through the $41 million distribution above)

+  Third, 100% to the special limited pantnership interest, Grizzly 1 LLC, a wholly-owned subsidiary of Enron

DASH
See attached.
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CONTIRER TS
1JM APPROVAL SHEET Wl S
" Page2
ISSUES CHECKLIST
i Saie Options
3. If this transaction is a sale of an asset by Enron. which of the following options were considered and rejected:
OCondor DJEDI I OThird Party  DIDirect Sale. Please explan: Not a sale of an asset by Enron
b.  Will this ir ion be the most beneficial alternative 1o Enron?  EfYes HNo. If no, please explain:
¢ Were any other bids/offers received in ion with this tr ?  OYes @Ne. Please explam:  Privawe

structyred finance transaction

~

Prior Obligations
2. Does this transaction involve a Qualified Investment (as defined in the JEDI II partnership agreement)? OYes EINo. If
yes, pleass explain how this issue was resolved: .

b Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or other
obligation? OYes  #No. If yes. please explain:

3. Terms of Transaction
3. What are the benefits (financial and otherwise) to Enron in this rransaction? OCash flow DEamings

B0ther: Ability to hedge mark-to-market exposure on investments in publicly and privately held companies

b, Was this transaction done strictly on an arm’s-length basis? @Yes ONo. If no, please explain:

<. Was Enron advised by any third party that this transaction was nol fair, froma financial perspective. to Enron?
OYes EINo. If yes, please explain:

d.  Areall LIM exp and f-pocket costs (including legal fees) being paid by LIM? QYes ENo. If no, is
this market standard or has the economic impact of paying any expenses and out-of-pocket costs been considered when
responding to items 1.b. and 3.b. above? BYes ONo.

i Compliance

3 Will this transaction require disclosure as a Certain Transaction in Enron's proxy statement? &Yes ONo.
b. Will this transaction resuit in any compensation (as defined by the proxy rules) being paid to any Enron employee?
OYes HINo.

¢ Have ail Enron emph " invol in this ion on behaif of LIM been waived by Enron’s Office of the
Chairman in accordance with Enron’s Conduct of Business Affairs Policy? @'Yes ONo.  If no. please explain:

d. Was this reviewed and approved by Enron's Chief Accounting Officer? HYes ONo.

e Was this ion reviewed and approved by Enron’s Chief Risk Officer? #Yes ONo.

f. Has the Audit Commitiee of the Enron Corp. Board of Directors reviewed all Enron/LIM transactions within the past
twelve months? BYes ©No. (The Audit Committes has ot held a meeting since LIM2's formation.) Have all

recommendations of the Audit Committee relating 1o Enron/LIM transactions been taken imo account in this
transaction? OYes CiNo.

+ '//hc 7"'49..7‘-'1-‘ bas Deen a,;ap—’r{r" S -

7%c Free, c##-v#‘} b Earfl Gours ok

Frre, -1‘;,"
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1.JM APPROVAL SHEET CENErn . o
Page3 R PN
APPROVALS Name Signature Date

Business Unit 4»‘7 Ben Glisan S S, s op-

Business Unit Legal L :

Enron Corp. Legal Rex Rogers 7//_4/ ,Z/‘ ‘/l;ff//‘/ '," ]

Global Finance Legal Scott Sefton > C'E&‘, S&é%v\ A !2é{oo

RAC Rick Buy / i 2/19fet
Accounting Rick Causey & {7-5 {-
Executive Jeff Skilling
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VEL 00148



77

"ENRON DEAL SUMMARY TONFIDER

PEAL NAME: Raptor il Date Completed: June 26, 2000
Originated: Envon Corp. Investment Analyst: Trushat Patel
Expected Closing Date: 6/36/00 Investment Type: Equity

Expected Funding Date: 7/6/00

INVESTMENT

LIM2 Capital Comumitment $ 30.000.000

DEAL DESCRIPTION

Timberwolf [ LLC ("Timberwolf") is a special purpose entity organized for the purpose of entering into certain denvative
wransactions. LIM2, through its 100% voting control of Timberwolf, has the unilateral ability to make the investment
decisions for Timberwolf and is not convractually obligated 1o execute any derivative vansactions with Enron. LIM2 will
execute derivative transactions with Grizzly [ LLC (“Grizzly™), 2 wholly-owned subsidiary of Enron. to the extent those
investment decisions are aligned with LIM2's investment objectives. Enron, through Grizzly, will offer LIM2 the
opportunity to execute derivative instrumenis relating 10 both public and private energy and telecommunication
investments made by Enron.

T]
.

.

RANSACTION SUMMARY

On June 27,2000, LIM2 will purchase 100% of the voting interest in Timberwolf for $30.000,000

Timberwolf is 2 bankrupicy remote. special purpose vehicle that will be capinlized with:

s LIMZ's capital investment

® A series of forward sales an Enron shares (8500 million of gross value but $350 million of net value after a 34.8%
liquidity discount has been ascribed given the restrictions imposed on the underlying shares) resulting in ultimate
ownership by Timberwolf of Enron common stock

*  The sale of puts on [7 million] Enron shares with a strike of [$57.50), a maturity in [six months] from close and a
premium due of [$5.5] per share.

in ge for the above capitalization, Timberwolf will provide Grizzly: (i} a $400 mitlion note whose principal is

convertible into derivatives. and (i) 2 special limited partnership interest in Timberwolf initially valued a1 $1,000.

To limit Timberwoif's exposure to the mark-1o-markst movements of the underlying derivative transactions,

Timberwolf and Grizzly agres 10 limit the notional amaunt of swaps and premiums paid as follows: (i} upto $1.5

billion notional value of at-the-money swaps, (ii) up 1o 3400 million of net premiums on other derivative transactions,

and (3ii} up to 51 billion of loss on premium paid derivatives.

LIM2 will have a fair market value put for its membership interest in Timberwolf that aflows LIM?2 1o put its interest

back to Grizzly in the event that 1TM2 has not received the grezter of 341 million or 2 30% IRR by December 27,

2000. Ervon has provided support for Grizzly’s financial obligation uader such an event in the form of a guaranty.

At the maturity of the structure, Timberwolf will liquidate the excess value, if any, of the Enron shares under the

forward sales over the derivative losses, if any, at Timberwolf and any principal outsianding on the Timberwolf note.

The excess proceeds. if any, will be distributed to LIM2 and Grizzly tn accordance with their capital accounts and the

distribution waterfall.

INVESTMENT RETURN SUMMARY

Base Case Return
It is expected that Timberwolf will have earnings and cash sufficient 1o disuibute $41 million t LIM2 within six months.

Distributions
Timberwolf's distributions to equity holders will be limited by earnings at Timberwolf. To the extent there are earnings
and sufficient cash to distri distributions will be made ding to the following waterfall:

«  First, 341 million to LIM2

s Second, distributions as necessary until LIM2 receives 2 30% IRR over the term of the structure {uniess the IRR
was achieved through the $41 million distribution sbove)

*  Third, 100% to the special limited partnership interest, Grizzly 1 LLC, a wholly-owned subsidiary of Enron
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Fair Market Value Put .

In the event that LTM2 has not received the greater of $41 million or 2 30% IRR on its investment by December 27, 2000,
LIM2 will have a fair market value put whereby LIM2 can put its interest in Timberwolf back to Grizzty. The fair market
value of the membership interest is determined largely by Enron's stock price.

Expenses
Enron has agreed 1o cover all of LIM2's ing and legal exp related to this ion. Enron will cover
expenses related to formation of the structure as well as ongoing expenses.
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APPROVALS

Global Finance Originator 4% _Ben Glisan

Signature Date

e /‘:5._»;,:_, . /y

Global Finance Legal Scott Sefton

Page 3
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LJM2 APPROVAL SHEET

This Approval Sheet should be used to approve Enron’s participation in any transactions involving LIM Cayman. L.P. “LIM!™ or
1IM2 Co-Investment, L.P. (*LJM2™). LIM! and LIM2 will collectively be referred to as “LIM™. This Approval Sheet is 1n addiuon
to (not in lieu of) any other Enron approvals that may be required.

GENERAL
Deal name: Raptor [V
Date Approval Sheet P 11,2000

Enron person completing this form: Trushar Patel

d closing date: September 11, 2000

Business Unit: Enron Corp.

Business Unit Originator: Ben Glisan

This transaction relates to @LIM] and/or BLIM2.

This transaction is I a sale by Enron Ba purchase by Enron Oa co-sale with Enron 8a co-purchase with Enron and/or
other:__creation of hedging structure .

Person(s) negotiating for Enron: Ben Glisan

Person(s) negotiating for LJM: Michael Kopper

Legal cc .asel for Enron: Vinson & Elkins

Legal counsel for LIM: Kirkland & Ellis

DEAL DESCRIPTION

Bobcat ] LLC (“Bobcat™) is a special purpose entity organized for the purpose of entering into certain derivative transactions. LIM2,
through its 100% voting contro] of Bobcat. has the unilateral ability to make the investment decisions for Bobcat and is not
contractually obligated 1o exccute any derivative transactions with Enron. LIM2 will execute derivative transactions with Roadrunner
ILLC (“Roadrunner™). a wholly-owned subsidiary of Enron, to the extent those investment decisions are alignied with LIM2's
investment objectives. Enron, through Roadrunner, will offer LIM2 the opportunity to execute derivative instruments relating to both
public and private energy and telecommunication investments made by Enron.

ECONOMICS
Bobcat’s distributions to equity holders will be limited by eamings at Bobcat. To the extent there are earnings and sufficient cash to

distribute, distributions will be made according to the following waterfall:

o First, $41 million to LIM2

»  Second. distributions as necessary until LIM2 receives a 30% IRR over the term of the structure (unless the IRR was achieved
through the $41 million distribution above)

*  Third. 100% to the special limited partnership interest. Roadrunner [ LLC. a wholly-owned subsidiary of Enron

DASH
See attached.
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LJM APPROVAL SHEET -
Page2

ISSUES CHECKLIST

1 Sale Options

3. Ifthis ransaction is a sale of an asset by Envon. which of the fol g oprions were cousidered and rejected:

DOCondor  LIEDI I DIThird Party  [IDirect Sale. Please explain’ Nota sale of an asset by Earon

b, Will this ion be the most beneficial aliernative to Enron?  EfYes  ONo. If no. please expiain: .

¢ Were any other bids/offers received in connection with this transaction?  fYes BNo.  Please  explam:  Prvate
structured finance wansaction

2 Prior Obligations

2. Does this transaction involve 3 Qualified Investment (as defined in the JEDI II partnership agreement)? OYes @No. I
yes, please explain bow this issue was resolved: .

b.  Was this transaction required to be offered to any other Enron affiliate or other party pursuant to a contractual or other
obligation? LYes  ENo. If yes, please explain: i

3 “Terms of Transaction

2. What are the benefits (financial and otherwise) to Enron in this mansaction? DCash flow [IEamings
B0ther: Provide potential liquidity fora dity risk b

b, Was this transaction done strictly on an arm’s-length basis? &Yes ONo. If no, please explain:

¢ Was Enron advised by any third party that this transaction was not fair, from a financial perspective, to Enron?

OYes BNo. If yes, please explain:

d Aseall LIM exp and f-pocket costs (including legal fees) being paid by LIM? DYes &No. If no, is
this market standard or has the economic impact of paying any cxpenses and out-of-pocket costs been considered when
responding to items 1.b. and 3.b, above? HYes DiNo.

4, Compliance

a Wil this ion require disch 35 a Cemain T ion in Enron's proxy statement? BlYes DONo,

b, Will this wansaction result in any compensation (as defined by the proxy rules) being peid to any Enron employee?
Oves BNo.

¢ Have ail Enron employees’ involvement in this wansaction on behalf of LIM been waived by Enron’s Office of the
Chairman in accordance with Enron's Conduct of Business Affairs Policy? @Yes ONo.  If no, please explain:

4 Was this iewed and app d by Ewvon’s Chief Accounting Officer? EYes UNo.

2. Was this transaction reviewed and approved by Envon’s Chief Risk Officer? BYes ONo.

£ Has the Audit Committes of the Enron Corp. Board 5f Directors reviewed all Enron/LIM trausactions within the past

twelve months? QYes ®No. (The Audit Committee's first review of the Enron/LJM trnsactions will occur in
February 2001.) Have all recommendations of the Audit Comymittes refating to Enror/LIM transactions been taken into
account in this transaction? LIVes [No.

VEL 00180



82

ST

APPROVALS Name Signature Date
Giobal Finance Originator Ben Glisan S R
Global Finance Legal Scott Sefton § L
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LIM APPROVAL SHEET S L L
Page 3
APPROVALS Name Signature Date
Business Unit Ben Glisan S e <
Business Unit Legal N - ;
Enron Corp. Legal Rex Rogers /// / 4 / é"\.w ol '5'/0/
Global Finance Legal Scott Sefton s ’ L 2 a ’
RAC Rick Buy JI&? P -,
Accounting Rick Cause &
Executive Jeff Skilling 3 °
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ENRON DEAL SUMMARY

DEAL NAME: Raptor IV Date Complieted: September 11. 2000
Originated: Enron Corp. Investment Anaiyst: Trushar Patel
Expected Closing Date: 9/11/00 Investment Type: Equity

Expected Funding Date: 5715/00

INVESTMENT

LIM2 Capital Commitment $ 30.000.000

DEAL DESCRIPTION

Bobcat ILLC ("Bobcat™) is a special purpose eatity organized for the purpose of entering into certain derivative
transactions. LIM?2, through its 100% voting control of Bobcat. has the unilateral ability to make the investment
decisions for Bobcat and is not contractually obligated to execute any derivative transactions with Enron. LIM?2 will
execute derivative transactions with Roadrunner [ LLC (“Roadrunner™), a wholly-owned subsidiary of Enron. to the
extent those investment decisions are aligned with LIM2's invesrment objectives. Enron, through Roadrunner. wil offer
LJM2 the opportunity to execute derivative instuments reiating 1o both public and private energy and telecommunication
investments made by Enron.

TRANSACTION SUMMARY
.

On September 11. 2000, LIM2 will purchase 100% of the voling interest in Bobcat for $30.000.000

Bobcat is a bankruptcy remote, special purpose vehicle that will be capitalized with:

*»  LIM2’s capital investment

* A series of forward sales on Enron shares (S500 million of gross value but S350 million of net value after a 34.85%
liquidity discount has been ascribed given the restrictions imposed on the underlying shares) resulting in ultinate
ownership by Bobcat of Enron common stock 2

v The sale of puts on 7.120.90 ;lh» ’m with a strike of $68.00. a maturity in six mouths trom close and
a premium due of 35.73 per share.

In exchange for the above capitalization, Bobcat will provide Roadrunner: (i) a $400 million note whose principal is

convertible into derivatives. ard (ii) » special limited parnership interest in Bobeat initially valuzd ut $1.000.

To limit Bobcat’s exposure 1o the mark-to-market movemeris of the underlving derivative transactions, Bobcat and

Roadrunner agree to fimit the notionai amount of swaps anc! premiums paid as follows: (i} up to $1.5 billion notional

value of at-the-money swags. (i) up to $400 million of net premiums o other derivative transactions. and (iii) upto$i

billion of loss or: premium paid derivatives.

LIM2 will have a fair market value put for its membershup intetest in Bobcat that allows LIMZ to put its interest Sack

16 Roadrunner in the event that LIM2 has not received the greater of $4] million or 2 30% IRR by March 9. 2001.

Enron has provided support for Rondrunner’s financial obfigation under such an event in the forrs of a guaranty.

At the maturity of the structure. Bobcar will liquidate the excess value. if any. of the Enron shares under the forward

sales aver the derivauve losses. if any. at Bobcat and any principal cutitanding on the Bobeat note. The excess

proceeds. if any. will be distributed to LIM2 and Roadrunmer in accordance with their capital accounts and the

distribution waterfall.

INVESTMENT RETURN SUMMARY

Buse Case Return
It is expected that Bobear will save 2arnings and cash sufiictent to distribute $41 million to LiM2 within six months.

Distributions
Bobcat’s distributions to equity holders will be limited by earnings at Bobeat. To the extent there are samnings and
sufficient cash to distribute. distributions will be made accordirg 10 the following waterfall
¢ First, $41 millicn o LIM2
¢ Second. distributions a3 necessary until LIN2 receives a 305 IRR over the term of the structure (unless the IRR.
was achieved through the 341 million distribution abose)
¢ Third. 100% (o the special limiled parmership irterest, Roadrunner | LLC. a wholly-owned subsislizrv of Enron
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Fair Market Value Put
In the event that LM?2 has not received the greater of $41 million or a 30% IRR on its investment by March 9. 2001,

LIM2 will have a fair market value put whereby LYM2 can put its interest in Bobcat back to Roadrunner. The fair market
value of the membership interest is determined largely by Enron’s stock price.

Expenses
Enron has agreed to cover all of LTM2's ing and legal exp related to this i Enron will cover

expenses related to formation of the structure as well as ongoing expenses.
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LIM APPROVAL SHEET

his Apptoval Sheet should be used to approve Enron’s panicipation in any wansactions involving LJM Cayman, L.P. ("LIM1"} or
M2 Co-invesiment, L.P, ("LIMZ"). LIMI and LTM2 will collectively be seferved to as "LIM"™. This Approval Sheet is in addition
1 {not in licu of} any other Envon approvals that may be required.

GENERAL

Deal name: Project Backbone

Date Approval Sheet completed: Jume 36, 2000

Enron person completing this form: Brian Hendon

Expected closing date: June 30, 2000

Business Unit: EBS Global Finance

Business Unit Originator: Larry Lawyer

This transaction refates to OLIM1 andfor (EILIM2.

This mransaction is (5]  sale by Ervon a purchase by Envon Da co-sale with Exvon s co-purchase with Envon and/or

Olother: K

Person(s) negotiating for Enron: Larry Lawyer

Person(s) negotiating for LTM: Michael Kopper

Legal counsel for Emron: Vinson & Elkins {Jay Herbert)
_Le~~1 counsel for LIM: Kirkland & Ellis
DE  DESCRIPTION
LIM2 will purchase, vis 2 7 year IRU, 38 strands of dark fibsr from Salt Lake City, UT 10 Houston, TX {2,169 route miles} 2t $1,100
per fiber route mile for a total purchase price of $0,664,200. EBS will provide a seven year selier finance note representing 70% of
the puschase price plus seven years of O&M expense ($4,099,200), the remaining 30% or $28,429,083 will be paid in cash by LIM2
to EBS as equity for 2 watal net purchase price of $94,763,610. EBS will act a5 marketing agent for the resale of the LIM2 fiber to
other third parties. EBS will also provide a liquidity facility, which will not exceed 5% of the purchase price and which willbe
utilized for any cash shortfalls {including taxes). The liquidity facility will be provided on the same terms and pricing as the selfer
note.

LIM2 is acquiring the dark fiber through & two-tier structure. LIM2-Backbone2, LLC, wholly owned by LIM-Backbone, LLC, will
purchase the dark fiber and be the counterpanty for future IRU'S. LIM2-Backbone, LLC will guaranty the seller note to EBS and
pledge its interest in LIM2-Backbone2, LLC as security therefore, LIM2-Backbone, LLC's only asset will be its interest in LIM2-

Backbone2, LLC.

ECONOMICS
EBS will receive cash of $28,429,083 and a scller note for 565,334,527 at the 5.6-yesr average life interpolated Trcxmu;us 200bps.
The net book gain will be: approximately $50,000,000. Proceeds from the sale of LTM2 fiber to other third parties will be al ocated

ding to the ing schedule: accrued interest on the seller note (20 year amortizativs schedule), scorued prinsipal payment (20
year amortization schedule with a 7 year bullet payment), remaining cash will be distributed 70% toward the note principal and 20%
10 return the equity i f LIM2. Aferrep of principal and interest 19 EBS aod return of and on equity to LIMZ, 3l
renniningﬁmds“lillgoloEBSrhmugh!uneJO.ZDOZ.UMZﬁﬂmeivemlB%mlonlhl initial investrment if the dark fiber is
sold by Fune 30, 2002. After June 30, 2002 EBS will receive 95% of excess proceeds with LIM2 receiving the remaining 5%.
Additionatly, LIM2°s IRR will increase to 25% if ERS is not sbla-to sell the daek fibee by June 30, 2002, The scller note pays
wwmmrwmmwmkmﬁe!iquﬁﬁyﬁciﬁ!ykmmfmmofamvbhinguedit 1 the Fber is a0t sold, LIM2 .
retains afl risk associsted with the ransaction.

DASH Afiached is a copy of the DASH relating to the underiying transaction.

No update required.
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'LJM APPROVAL SHEET
Pamel CONFIDENTIAL
1>5URS CHECKLIST
i Sale Options
s Ifthis wansaction i§ & sale of an asset by Enron, whiohof the following options wans considrred and rejected:
QCandcr CHEDY [ OMargaux CEnserCo DRawhide OCheweo TUED! It
ird Party irect Sale  Piease expluin: Prohiditive timing constraints, :
b Wl" this e the most benefici wEnran?  [@Yes [INo. [fyo, plosse expisin;
c. Were any other hids/e ived i o with this Gon?  OYss  [BNo. ~Ploase explain: .
H Prior Obligations
Y Dcas this anssction Involve 2 Qualifisd Invesunest {a defined in e JEDI 1t purwmenbip agreement)? OYzs @ENe.
yes, please . explain now  this issue wes resalved
b, Was this transaction required to be sifered to any other Enron afliate or other party pursuant to 2 contractual or other
obligstion? (1¥es TN, if yes, plaase explein; .
ER Terms of Tpnsaction
3. What are the benefits (financial and otherwise) ty Enron in this transeetion? (DCash now ®Bamings
OOther:,
b, Was Uit cunsaction done sricty on an arm's-Jeagch Bl DYes ONo. ifoo,plmssepiiia
¢ Was mmedbmymsdmmaummuwmﬁk &u:ﬁwﬂpmmvc 16 Enzon?
OYes ENo. If yes, pleass explain; .
4, Aresli LIM expenses and m-of-pmm (including fegel feesjbeing prid by LIM?  O¥es @No. i no, s
this market standard or has the sconcwmic impast of pqing nv up-um and out-of-poket costs boen cansidersd whea
responding to itema 1. and 3, b abovet l!"fu .
4 Compliance R
2. Willthis require di +5 & Cersin Tr n in Enron’s proxy stitemens? &i¥es DNo.
b Will this result in 22y comp (3% dafined Dy the proxy rules) being paid 1o any Encon cpleyse?
DYus Ko, '
¢ Have 3l Enron evopl T in this or behalf of LIM been waived by Earen's Office of the
Chairman i sccordsnce with Envon’s Condust of Busiorss AfTairs Policy? 0Vas' UNo.  If no, please expinin:
4. Ras the Andit Commmu of the Bnron Corp: Board of Direstors rcvm«ed R & past
I\ulvemembﬂ -yet oceuiTi ave all
recommendations of tha AIIAIK Cmnm{m relating to Enrun/LN transactions been faiken into maum in this
transaction”| (]
APPROVALS \,‘.;;-,\“\““‘*  Name Signature Date
Business Unt Lavyer R N ¢/ anfor
Susivess Unit Legal Kristira Mordaunt:
Earen Coip, Legal Rex Rapen ) .
Global Finance Legal ScomSeflon. ©
RAC Rick Buy
Accounting M Risk Causey
“~ecutive Jefl Sh'l!inﬂ!c: Sutten
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LIM APPROVAL SHEET

LP (LN e

heet s n addimen

i anv Tansacuons tvaiving LM Cay
uvely Be referad 10 35 "LIMT Thus Approval

This Approval Sheat should e used 10 approve Enron's paruc
LIM2 Co-Investment, L2 CLiMIT)Y LM and LIM2 mu coil
1o (a0t in licu of} any other Enfon spprovals that may be required.

GENERAL

Deal name: Project Backbone

Date Approval Shest compieted: June 30, 2000

Enron person casmpleting this form: Brian Hendon

Expected closing date: June 30, 2000

Business Unit EBS Global Fimance

Business UnitOriginator: Larry Lawyer

“This transaction relates o {ILIMI andior EILIM2

This rransaction is B a sate by Enron (2 purchase by Enron Cha co-sale with Enron Ula co-purchase with Enror andor
Dlother:
Prrson(s) negotiating for Envon: Lamy Lawyer
Person(s) negetiating for LiM: Michael Kopper

Legal counsel for Enron: Vinson & Elkins {Jay Herbert)

*eza) counsel for LIM: Kirkland & Ellis
SEAL DESCRIPTION
LIM2 will purchase, viz 2 7 year IRU, 38 stands of dark fiber Fom Salt Lake City, UT to Houston, TX (2,169 routs miles) at $1,100
per fiber route mile for 2 total purchase price of $90,664,200. EBS will provide a seven year seller finance note representing 70% of
the purchase price plus seven years of O&M expense {$4,099,200), the remaining 30% or $28,429,083 will be paid in cash by LIM2
 EBS a5 equity for a total net purchase price of $94,763,610, EBS will act as marketing agent for the resale of the [IM2 fiber to
other third parties. EBS will also provide 2 liguidity faciliy, which will not exceed 5% of the purchase price and which will be
gtilized for any cash shortfalls {including taxes). The liguidity facility will be provided on the same terms and pricing as the seller
note.

LIM2 is acquiring the dark fiber through a two-tier structure. LIM2-Backbore2, LLC, wholly owned by LIM-Backbone, LLC, will
purchase the dark fiver and be the counterparty for future IRU's. LIM2-Backbone, LLC will guaranty the selier note to EBS and
pledge its interest in LIVi2-BackboreZ, LLC 25 security M2 LLC's only asset will be its interest in LIM2-

BackboneZ, LLC.

ECONOMICS
ERS will receive cash of 528,429,083 and a seller note for $66,334,527 at the 5.6-year average life interpolated Treasury plus 200bps,
The net book gzm mll be approximately $50,000,000, Proceeds fom the sale of LIM2 fiber to other third parties will be allocated

g 1o the ft accrued interest on the selier sote {20 yoar amonization schedule), accrued principal payment (20
year amortization schedulc with a 7 year bullet ining cash will be distributed 70% toward the note principal and 20%
to retuns the equity | of LIMZ. After of printipal and iterest to EBS and retums of and on squity to LIMZ, 3l
rerminiog funds will go to EBS through June 30, 2002, LIM2 will receive an 18% IRR on the initial investrent if the dark fiber is
sold by June 30,2002, After June 30, 2002 EBS will receive 95% of excess proceeds with LIM2 receiviog the remaining 5%.
Additionally, LIM2's IRR will increase to 25% if EBS is not able to sell the dark fiber by June 30, 2002, The selier note pays
principal and intersst on an annual basis and the liquidity facility & in the form of 2 revolving credit. If the fiber ix not sold, LIM2
retains all risk associated with the tansaction.

DASH Amached is a copy of the DASH relating to the undeslying ansaction.

No update requirad.

VEL 00768
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LJM APPROVAL SHEET
Pages CONTFIDINTT L
I1SSUES CHECKLIST
1. Sale Options
a  Ifthis yansaction is & sale of a3 asset by Envon, which of the following cetiods were considered wnd rejectad.
OCender DOJEDII DOMargaux CEnsSurCs DRawhide OCheweo fals3n) 14
DThird Party ®Direct Sale  Piease expiain: Prohibaive timisg sonsraints. -

be the most benefici ive 10 Esgen?  EYes [INo. o, plezse expliin:

b Willthis

c.  Were any cther bi

2. Prior Obligatiaas
a

with this jon?  OYes [Ne. Pleaseeapiain:

received in

De:s this vanssction ibvaive 3 Quatified !nv;smx (8s defined in B2 JEDI 11 plmmhxp agreemen)? OYes & Ne.
yes, tved.

pleass xplain how tis issue was Tesol

b, Was this ransaction required to be oifersd 1 any other Enron 1€Slinte or other party pursuant to 3 contracwal or other
odligation? OYes

BNo. If yes, plsase expisity!

3. Terms of Transaction .
2 What are the benefits (financial and i ulnmia&is jou? ECash flew  iZamings
QOther:
>, Was this transaction done strietly on an arm's-length basis? Ys ONe. f 5o, please explain:
¢. Was Enren advised by uny third party that this gansaction was uot fair, froe & fnancial perspective, t Enron?
OYes ENo. If yes, pleass explain; } .
¢, Areali LIM expenses and out-of pocket costy (including legal fees) being paid by LIM? * DOYes ®No. If no, is
this market standard or has the econemié impact of ;nyml mv t:pcn.m and out-of-pocket casts been cansidered when
responding to items 1.b.-and 3 b. sbove? ElYes D! .
4 Compliance )
1. Wil this require di 13 8 Certain Transaction ia Enren's proxy ®Yes ONo.
b. Will this result in a0y comp ion (as defined Dy the proxy rules) being paid w any Earon employre?
Oves ENa. :
¢. Have alt Enron emp i ia this ion on behalf of LIM been waived by Earen's Office of the
Chairman i aceordance with Enron’s Conduet of Business ASTairs Policy? ®Yes ONo.  If mo, please exphain:
d. Has the Audit Comminee of the Baron Corp: Board of e past
twelve menlhs‘l CH curedy Have all
recemmendations of the Audit Committee relating to Enren/LIM transactions deen taken into maun: ia his
tnnuclion’es DNo.
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ENRON RISK ASSESSMENT AND CONTROL

DEAL APPROVAL SHEET
DEAL NAME: Bulk Fiber Sale Date DASH Compieted:
Tounterparty:. LIM2 RAC Araiyst:
Business Unir: Enron Broadband Servicss Invesumest Type: Equity
Business Unit Onginator: Larty Lawyer Caputal Funding Source(s):
OPublic EPrivae Expeste¢ Closing Date:
DMerchant @Strategic Expected Funding Date:
3BC i ON forming Board Approval: DPending OReceived ODenied TON/A

RAC Recommendanorn: OProcesd watk Transaction ORenurms deiow Cazitai Pnce ODe ot Procsed
APPROVAL AMOUNT REQUESTED

Capital Commitment <$ 54.8 million> Sale of Fiver
$ 66.4 million Enree provided Selier Finance
<$ 28.4 million> Net Cash Inflow
EXPOSURE SUMMARY
This Tazsaction: $ 66.4 million
Towml $ 66.4 millico
DEAL DESCRIPTION

EBS would sell $94.8 million of dark fiber and provide $66.4 million of seller financing to LYM2 at the 5.6-yzar interpolated
Treasury plus 200bps for 2 period of scven years. The fiber consists of 38 strands of long haul dark fiber from Salt Lake City
to Houston that Enron constructed on 2 previous build This fiber is to be sold to LIM2 at a price of $1,100/ fiber mile.

EBS will act as marketing agent for the resale of the LIM2 fiber to other third parties and the commission for this service
cquates to the majority of the upside on the sale in excess of LTM2's return (see Return Summary).

LIM2 is acquiring the dark fiber through 2 two-tier strueture. LIM2.Backbone2, LLC, wholly owned by LTM-Backbone, LLC,
will purchase the dark fiber and be the counterparty for future RU's. LTM2-Backbone, LLC will guaranty the seller note to
EBS and pledge its interest in LIM2-Backbone2, LLC as secunity. However, LIM2-Backbone, LLC's only asset will be its
interest in LIM2-Backbone2, LLC.

TRANSACTION SOURCES AND USES OF FUNDS

Sources Uses

Sale of Fiber $ 94.8 million Enron Provided Debt $ 66.4 million
LTM2 Equity $ 28.4 million

Total $ 94.8 million $ 94.8 million

RETURN SUMMARY

EBS would sell fiber for $1100/fiber mile that bas an average cost basis of $453/fiber mile. The fiber bas been sold at market
according to EBS’ bandwidth traders. The majority of any upside which occurs in the future (above LIM2's return) from a sale
is captured by Enron through a marketing arrangemeat o T e

LIM2 provides $28.0 millioa of equity which is repaid after debt service as fiber is sold. The return to LIM2 increases based

on the time that the fiber remains unsold at LIM2 according to the following schedule.

Time LIM2 Return oo equity

0-24 months 18% i — ——————— T
>24 months 25% + 5% of upside from fiber sales .

LIM2 retains the risk that the price of fiver drops beiow $1,100/fiber mile.
AF100212

“FOIA CONFIDENTIAL
TREATMENT REQUESTED
BY ANDREW FASTOW"
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CASH FLOW SUMMARY

Amortizatios Schedule of the Seiler Nots:

June 26, 2001 36,651
June 29, 2002 36,651
June 29, 2003 §6,651
June 25, 2004 56,651
June 25, 2005 36,651
June 29, 2006 $6,651
Juae 29, 2007 $59,892

Proceeds from the saie of LIMZ fiber to other third parties will be allocatad according 1o the foliowing schedule: accrued
interest on the seller note {20 year izati hedule), ascrued principal payrnent (20 year amortizauon schedule with a 7
year bullet payment), remaining cash will be distributed 70% toward the note principal and 30% to rzturn the equity iavesment
of LIM2. After repayment of principal and interest to EBS and rerurn on and of equity to LIM2, all remaining funds will go to
EBS through June 30, 2002. Afier June 30, 2002 EBS will recsive 95% of excess proceeds with LTM2 receiving the remainung

5%.

TRANSACTION UPSIDES/OPTIONALITY

The cost of the ransaction is dependent on the amoust of time that it takes to scll the fiber to third parties.

EXIT STRATEGY N

The debt has a term of seven years but amartizes on a 20 year basis. Tbere is zo penalty for early repayment. The expectation
is that the fiber will be sold and the debt repaid before the seven year period.

RISK MATRIX (Maximum 5}
DESCRIPFTION MITIGATION/COMMENTS
Residual Fiber As agent, Enron may oeed to sell some odd routes to minimize
LIM2's equity resum.
Earon will be managing the sales process and will be making the
commercial decision in the future on how fiber should be sold.
KEY SUCCESS FACTORS
NA__| Poor Fair | Good | VGood | Exceilent
Core Busi X —
Strategic Fit X
Upside Potential X
Maoagement X
Risk Mitigation X
MILESTONES . .. . o ot e e oo s mrmee o+ et e mim et =t eee i e+ e e e e mma s o
Increases in LIM2 Targeted Rewurn . ... e e e e i
Manirity of Debt June 29, 2007 . AF100213
OTHER RAC COMMENTS:
PALamy Proj IM2 DASH doc Fage 2
. - | ) “FOIA CONFIDENTIAL
TREATMENT REQUESTED

BY ANDREW FASTOW"
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Global Finance Summary (addendum to DASH)

1. Transaction Summary
Amount (500¢
Total Deal/Projest Capital Commitment $653
Lass: Financings g
Lass: Syndications -0
Net Enron Investment $65.378
FeRETe——
2. Isvestment terms and pricing:- 8 Market T Above Market U Beiow Markst
Deseribe (ifnecessaryy:
3. Finaacing terms and pricing: B Market O Above Market O Below Market
Daseribe (if necessary):
4. Legal or practical liquidity restrictions: x Unrestricted 0 Legally Reseri Q Practically Restricted
Describe (if necessary): Selier Note risk based on EBS performance risk with no liquidity on assignments.
§.  Any recourse to Enron (otber than investment): O Recourss No Recowrse
Describe (if any):
Sa. Business uanit intent to syndicate: & Nope O Parsial Qaxn
Describe (if necessaryh:
6b. Intended Enron hold period: Expected 1o be held until repaid.
6¢. Likely Syndication Market: Q Industry/Strategic Partaer D Direct Private Eq.uitqy’ i
O Capital Markets QJEDII
QJEDL2 Q Enserco
QLMlor2 Q Condor

- : - Q Other: Q Margaux

6d. Is this a JEDI 2 “Qualified Investment™? Q Yes ; & No

Global Finsnce Representative ~ 7 J_#. Larry Lavyer 6[29 /aa
o N (PR —DE

CATEMPN,IM2 DASH 06282000.d0c AF100214 Pucd

"FOIA CONFIDENTIAL
TREATMENT REQUESTED
8Y ANDREW FASTOW"
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axpenses. These increased operating expenses are not expected
to have a materiat impact on Envon’s financial position or results
of pperations.,

Enron's natural gas pipefine companies conduet il and
groundwater remediation on g number of their facilities. Enron

es associated with the above guarantees. in addition. certan
commitments have been made related to capital expenditures
and equity investments planned in 2001

On December 15, 2000, Enron announced that it had
entered into an agreement with Azurx under which the hoiders

does not expedt 1o ncur mpterial £ in
with soil and groundwater remediation.

15 COMMITMENTS

Fire Transportation Obligations.
£ n P

firrn with various joint
verture and other pipelines. Under these agresments. Ervon
must make specified minimum payments each month. At
Decomber 31, 2000, the estimated aggregate amounts of such
required future payments were $31 million, $88 rillion, $88 mil-
fion, SBS million and $77 mittion for 2001 through 2005, respec-
tively, and $447 million for later years.

Tne costs recognized under firm transportation agreements,
including commodity charges on actual guantities shipped.
totaied $68 million, $55 mitlion and $30 miltior in 2000, 1999 and
1908, respectively.

Other Commitrnents

Enrart lpases property, operating faciities and equipment
urler various operating teases, certain of which cortain renewal
and purchase options and residual vaiue guarantses. Future
compnitments refated to these items at Decernber 31, 2000 were
$3123 snittion, $68 miliion, $89 mitlion. $66 mitkon and $48 mitfion
far 2001 through 2008, respectively, and $35% milion for fater
years. Guarantees under the leases total $556 million at December
31, 2000.

Totat rent expense incurred during 2000, 1899 and 1998 was
$143 mitlion, $143 mitfion and $147 mittion, respectively.

Enrort has entered into two development agreements
whereby Enron is required to marnage construction of a certain
number of power projects on behalf of third-party owners,
Under one development agreement. where construction s
expected Lo be completed on or before March 31, 2004, Envon
has agreed to enter into power offtake agreements for varying
portions of the offtake from each facitity. Uinder both develop-
mem agreements, Enron maintains purchase options, which
may be assigned to a third party, In addition to the purchase
option under the other development agreement, Enron main-
tains lease options on the power projects. If upon completion,
which is expected 10 occur on or before August 31, 2002, Enron
has failed to exercise one of its options, Eavon may participate
in the remarketing of the power projects which Enron has guar-
anteed the reeovery of 88.9 percent of tertain project costs, of
which approximately $140 million has been incurred through
December 31. 2000,

Enrors guarantees the performance of centain of its uncon.
sofidated equity affilistes in connection with letters of tredit
issued on behalf of thase entities. At Decerber 31, 2000, a total
of $264 million of such guarantees were outstanding. including
5103 million on behatf of EOTT Energy Partners, LP (EOTT).
I addition, Enron is a guarantod on certain liabilities of uncon-
solidated equity affiliates and other companies tataling approxi-
mately $1,863 miliion at Detember 31. 2000, including $538
mittion related to EOTT trade obligations. The £0TT letters of
credit and guarantees of trade obligations are secured by the
assets of EOTT. Enron has also guaranteed $386 mittion in lease
obligations for which it has been indemnified by an “tnvestment
Grade” company. Management does not consider it likely that
Erron would be required to perform o otherwise incur any foss.

of Azurix's publicty traded shares would
receive cash of $8.375 in exchange for each share. The agree-
ment, which is subject to the approval of Azunix shareholders, 15
expected to case in early 2001

16 RELATED PARTY TRANSACTIONS

in 2000 and 1999, Enron entered into transactions with fim-
ited partnerships {the Related Party) whose general partner’s
managing member is a senior offiter of Enron. The limited part-
ners of the Related Party are urvelated to Envon. Management
believes that the terms of the transactions with the Related Party
were reasonable compared to those which tould have been
negotiated with ynrelated third parties.

in 2000, Enron entered into transactions with the Related
Party to hedge tertain merchant investments and other assets. As
part of the i Enron (i) w {
entities the Entities} assets vaiued at approxiratety $1.2 bitlion.
ingluding $180 miflion in Enton notes payable. 3.7 miltion
restricted shares of outstanding Envon common stock and the
tight to receive up to 18.0 million shares of outstanding Enron
commort stock in Mareh 2003 {subject to certain conditions) and
G} transferred to the Entities assets valued at approximately
$308 mitiion, including a $50 mitlion note payable and an invest-
ment in an entiy thet indirectly nolds warants convertisle inte
commor stock of an Enron equity method investee. In return,
Envon receivedd etonomic interests in the Entities, $309 million in
notes receivable. of which $259 million is recorded at Enron's
carryover basis of zero, and a speciat distribution from the
Entittes in the Form of $1.2 bitlion in notes receivable, subject to
changes in the principal for amounts payable by Enron in eon-
nection with the of additi tuative i
Cash in these Entities of $172.6 million is invested in Enron
demand notes. in addiztion, Enron paid 3123 miltion to purchase
sharg-settied options from the Entities on 21.7 miltion shares of
Enron common stock. The Entities paid Enron $10.7 miflion to
werminate the share-settied options on 14.6 million shares of
Enron comman stock outstanding. In late 2000, fnron entered
into share-settled collar arrangements with the Entities on 15.4
million shares of Enron common stock. Such arrangements will
be accounted for as equity transactions when settied.

I 2009, Enry tered into i ors with the
Entities with 2 combined notional amount of approximately $2.1
billion to hedge certain merchant investments and other assets.
Erron's notes receivable batance was reduced by $36 mitiion asa
result of owad on . Enron

raverues of $500 miltion related to
the subsequernt change in the market value of these derivatives,
which offset market value changes of tertain menchant invest-
ments and price Tisk management activities. In addition, Enron
recoghized $44.5 mitlion and $14.7 million of interest income
and interest expense, respectively, on the notes receivable from
ant paysbie 1o the Entities.

11998, Ervon entered into a series of transactions invoiving
@ third party and the Related Party. The effect of the transactions
was {i} Enron snd the third party amended certain forwarg
contracts to purchase shares of Enron common stack, resutting in
Ervon having forwars contracts to purchase Enron common
shares at the market price on that day, 1 the Related Party
raceived 6.8 milion shares of Envon common stock suliject to cer
w@in restrictions and (i) Envon received @ nate receivable, which
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was repaid in December 1999, and certain financial nstruments
hedging an investment hetd by Enron. Enron recorded the assets
received and equity issued at estimated fair value. In connection
with the transactions, the Related Party agreed that the senior
officer of Enran would have no pecuniary interest in such Enron
commeon shares and would be restricted from voting on matters
related to such shares. In 2000. Enron and the Related Party
entered into an agreement to terminate certain financial instru-
ments that had been entered into during 1999. In connection
with this agreement. Enron received approximately 3.1 million
shares of Enron common stock held by the Related Party. A put
option. which was originally entered into in the first quarter of
2000 and gave the Related Party the right to sell shares of Enron
common stock to Enron at a strike price of $71.31 per share, was
terminated under this agreement. In return, Enron paid approxi-
mately $26.8 million to the Related Party.

In 2000, Enron sold a portion of its dark fiber inventory
to the Related Party in exchange for $30 million cash and a $70
million note receivable that was subsequently repaid. Enron
recognized gross margin of $67 million on the sale.

18 ACCOUNTING PRONOUNCEMENTS

Cumulative Effect of Accounting Changes

In 1999, Enron recorded an after-tax charge of $131 million
to reflect the initial adoption (as of January 1, 1999) of two new
accounting pt the AICPA of Position
98-5 (SOP 98-5). "Reporting on the Costs of Start-Up Activities”
and the Emerging Issues Task Force issue No. 98-10, "Accounting
for Contracts involved in Energy Trading and Risk Management
Activities.” The 1989 charge was primarily related to the adap-
tior of SOP 98-5.

Recently Issued Accounting Pronouncements

In 1998, the Financial Accounting Standards Board (FASB)
issued SFAS No. 133, "Accounting for Derivative Instruments
and Hedging Activities.” which was subsequently amended by
SFAS No. 137 and SFAS No. 138. SFAS No. 133 must be applied
to all derivative instruments and certain derivative instruments
embedded in hybrid instruments and requires that such instru-
ments be in the balance sheet either as an asset or

In 2000, the Related Party acqulred through secur
PP $35 million: of from Enron
In addition, Enron and the Related Party formed partnerships in
which Enron contributed cash and assets and the Related Party
contributed $17.5 million in cash. Subsequently, Enron sold a por-

liability measured at its fair value through earnings, with special
accounting allowed for certain qualifying hedges. Enron will
adopt SFAS No. 133 as of January 1, 2001. Due to the adoption
of SFAS No 133, Enron will recognize an after-tax non-cash ioss
of $5 million in earnings and an after-tax non-

tion of its interest in the partnership through securi See
Note 3. Also, Enron contributed a put aption to a trust in which
the Related Party and Whitewing hold equity and debt interests.
At December 31, 2000, the fair value of the put option was a $36
million loss to Enron.

In 1999, the Related Party acquired approximately $371 mil-
lion of merchant assets and investments and other assets from
Enron. Enron recognized pre-tax gains of approximately $16 mil-
lion related to these transactions. The Related Party also emered

cash galn in “Other Comprehensive Income,” a component of
shareholders’ equity, of approximately $22 million from the
cumulative effect of a change in accounting principle. Enron
will also reclassify $532 million from “Long-Term Debt” to
"Other Liabilities” due to the adoption.

The rotal impact of Enron’s adoption of SFAS No. 133 on
earnings and on “Other Comprehensive Income” is dependent
upon cer!aln pendlng interpretations, which are currently

into an agreement to acquire Enron’s interests in an
dated equity affiliate for approximately $34 million.

17  ASSET IMPAIRMENT

In 1998, continued significant changes in state and federal
rules regarding the use of MTBE as a gasoline additive have
significantly impacted Enron’s view of the future prospects for
this business. As a result, Enron completed a reevaiuation of its
position and strategy with respect to its operated MTBE assets
whith resulted in (i} the purchase of certain previousiy-leased
MTBE related assets, under provisions within the lease, in order
to facilitate future actions, including the potential disposal of
such assets and (i) a review of all MTBE-related assets for impair-
ment considering the recent adverse changes and their impact on
recoverability. Based on this review and dispasal discussions with
market participants, in 1999, Enron recorded a $441 million
pre-tax charge for the impairment of its MYBE-rejated assets.

under c those related to “normal pur-
chases and normal sales" and inflation escalators inciuded in
certain contract payment provisions. The interpretations of
these issues, and others, are currently under consideration by
the FASB. Whiie the ultimate conclusions reached on interpre-
tations being considered by the FASB could impact the effects
of Enron’s adoption of SFAS No. 133, Enron does not believe
that such conclusions would have a material effect on its cur-
rent estimate of the impact of adoption.
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1

Watkins, Sherron
Bbject: Mtg. W/ Jimmis Williams and Javier L
wogation: B 888
Start; Mon 7/30/2001 2200 PM
En; Mo 7/30/2001 3:00 PM
Recurrence: {nong}
Meating Status: Megting organizer
Roquired Attendees: Watking, Shoreon
Resources: Booty, Russana
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Dear Mr. Lay, h

Has Enron become a risky place to work? For those of us who didn’t get rich over the last faw
years, can we afford to stay?

Skilling’s abrupt departure will raise suspicions of accounting improprieties and vaiuation issues.
Enron has been very aggressive in its accounting — most notably the Raptor transactions and the
Condor vehicle. We do have valuation issues with our international assets and possibly some of

our EES MTM positions.

The spotlight will be on us, the markest just can’t accept that Skilling is leaving his dream job. 1
think that the valuation issues can be fixed and reported with other goodwill write-downs to occur
in 2002. How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003, we will
have to pony up Enron stock and that won’t go unnoticed.

To the layman on the street, it will look like we recognized funds flow of $800 mm from merchant
asset sales in 1999 by selling to a vehicle (Condor) that we capitalized with a promise of Enron
stock in later years. Is that really funds flow or is it cash from equity issuance?

We have recognized over $550 million of fair value gains on stocks via our swaps with Raptor,
much of that stock has declined significantly — Avici by 98%, from $178 mm to $5 mm, The New
Power Co by 70%, from $20/share to $6/share. The value in the swaps won’t be there for Raptor,
so once again Enron will issue stock to offset these losses. Raptor is an LIM entity. It sure looks
to the layman on the street that we are hiding losses in a related company and will compensate that
company with Enron stock in the future.

1 am incredibly nervous that we will implode in a wave of accounting scandals. My 8 years of
Enron work history will be worth nothing on my resume, the business world will consider the past
successes as nothing but an elaborate accounting hoax. Skilling is resigning now for ‘personal
reasons’ but I think he wasn’t having fun, looked down the road and knew this stuff was unfixable
and would rather abandon ship now than resign in shame in 2 years.

Is there a way our accounting guru’s can unwind these deals now? I have thought and thought
about how to do this, but I keep bumping into one big problem — we booked the Condor and
Raptor deals in 1999 and 2000, we enjoyed a wonderfully high stock price, many executives sold
stock, we then try and reverse or fix the deals in 2001 and it’s a bit like robbing the bank in one
year and trying to pay it back 2 years later. Nice try, but investors were hurt, they bought at $70
and $80/share looking for $120/share and now they’re at $38 or worse. We are under too much
scrutiny and there are probably one or two disgruntled ‘redeployed’ employees who know enough
about the ‘funny’ accounting to get us in trouble.

What do we do? Iknow this question cannot be addressed in the all employee meeting, but can
you give some assurances that you and Causey will sit down and take a good hard objective look
at what is going to happen to Condor and Raptor in 2002 and 2003?

SW(HSE&ZEC)0001
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Dear Mr. Lay, ' .

Skilling's abrupt departure will raise suspicions of accountng imoropTi
Enron has been verv aggressive in its accounting — most notably the Rapto
Condor vehicle. We do have valuation issues with our internarional assats an
our EES MTM positions.

The spotlight will be on us, the market just can’t accept that Skilling is leaving his dream job. I
think that the valuation issues can be fixed and reported with other goodwill write-downs 1o occur
in 2002. How do we fix the Raptor and Condor deals? They unwind in 2002 and 2003, we wili
have to pony up Enron stock and that won’t go unnoticed.

To the layman on the street, it will look like we recognized funds flow of $800 mm from merchant
asset salegs in 1999 by selling to a vehicle (Condor) that we capitalized with a promise of Enron
stock in later years. Is that really funds flow or is it cash from equity issuance?

‘We have recognized over $550 million of fair value gains on stocks via our swaps with Raptor,
much of that stock has declined significantly — Avici by 98%, from $178 mm to $5 mum, The New
Power Co by 70%, from $20/share to $6/share. The value in the swaps won’t be there for Raptor,
so once again Enron will issue stock to offset these losses. Raptor is an LM entity. It sure looks
to the layman on the street that we are hiding losses in a related company and will compensate that
company with Enron stock in the future.

1 am incredibly nervous that we will implode in a wave of accounting scandals. The business
world will consider the past successes as nothing but an elaborate accounting hoax. Skilling is
resigning now for ‘personal reasons’ but I think he wasn’t having fun, looked down the road and
knew this stuff was unfixable and would rather abandon ship now than resign in shame in 2 years.

Is there a way our accounting guru’s can unwind these deals now? I have thought and thought
about how to do this, but I keep bumping into one big problem — we booked the Condor and
Raptor deals in 1999 and 2000, we enjoyed a wonderfully high stock price, many executives sold
stock, we then try and reverse or fix the deals in 2001 and it’s a bit like robbing the bank in one
year and irying to pay it back 2 years later. Nice try, but investors were hurt, they bought at $70
and $80/share looking for $120/share and now they're at $38 or worse. We are under too much
scrutiny and there are probably one or two disgruntled ‘redeployed” employees who know enough
about the ‘funny’ accounting to get us in trouble. :

SW(HSE&EC)0007
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Sumrmary of accoun

Raptor

The Raptor entities were capitalized with LIM equity. The contributed equity is technicaliy a:
risk; however, the investment was completely offset by some sort of cash strucruring fes paid @
LIM. If the Raptor entities go bankrupt LJM is not affected, there is no commimmen: to contribute

more equity.

The majority (i.e., 99%) of the capitalization of the Raptor entities is some form of Enron N/P,
restricted stock and contingent stock rights.

Enron entered into several equity derivative transactions with the Raptor entities locking in our
values for various equity investments we hold.

As disclosed, in 2000, we recognized $500 million of revenue from the equity derivatives offset
by market value changes in the underlying securities.

This year, with the value of our stock declining, the underlying capitalization of the Raptor entities
is declining and Credit is pushing for reserves against our MTM positions.

To avoid such a write-down or reserve in Q1 2001, we ‘enhanced’ the capital structure of the
Raptor vehicles, committing more ENE shares.

My understanding of the Q3 problem is that we must ‘enhance’ the vehicles by $250 million.

I realize that we have had a lot of smart people looking at this and a lot of accountants including
AA&Co. have blessed the accounting treatment. None of that will protect Enron if these
transactions are ever disclosed in the bright light of day. (Please review the late 90’s problems of
Waste Management — where AA paid $7mm (sued for$130+ mm) in litigation re: questionable
accounting practices).

One of the overriding basic principles of accounting is that if you explain the ‘accounting
treatment’ to a man on the street, would you influence his investing decisions? Would he sell
or buy the stock based on a thorough understanding of the facts? If so, you best present it
correctly and/or change the accounting.

My concern is that the footnotes don't adequately explain the transactions. If adequately
explained, the investor would know that the “Entities” described in our related party footnote are
thinly capitalized, the equity holders have no skin in the game, and all the value in the entities
comes from the underlying value of the derivatives (unfortunately in this case, a big loss) AND
Enron stock and N/P. Looking at the stock we swapped, I also don’t believe any other company
would have entered into the equity derivative transactions with us at the same prices or without

SW(HSE&EC)0008



121

substantial premiums Fom Enron. In other words, the $500 million in revenue in 2000 wouid
have been much lower, How much lower?

Raptor looks 1o be a big bet, if the underlying stocks did well. then no one would be the wiser.
Enron stock did well, the stock issuance to these entities would decline and the transacu :
be less noticeable. All has gone against us. The stocks, most notably Hanover, The Naw Power

Co., and Avici are underwater to great or lesser degrees.

5
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I firmly believe that executive management of the company must have a clear and precis2
knowledge of these transactions and they must have the transactions reviewed by objective expernis
in the fields of securities law and accounting. I believe Ken Lay deserves the right 1o judge for
himself what he believes the probabilities of discovery to be and the estimated damages to the
company from those discoveries and decide one of two courses of action:

1. The probability of discovery is low enough and the estimated damage too great: therefore
we find a way to quietly and quickly reverse, unwind, write down these

positions/transactions.
2. The probability of discovery is too great, the estimated damage to the company too great;

therefore, we must quantify, develop damage containment plans and disclose.

1 firmly believe that the probability of discovery significantly increased with Skilling’s shocking
departure. Too many people are looking for a smoking gun.

SW(HSE&EC)0009
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We’ve contributed contingent Enron equity to the Raptor emtities. Sinc
contingent, we have the consideration given and received at zero. We do.
points out, inciude the shares in our fully diluted computations of shares
the current economics of the deal imply that Enron will have to issue the si

future. This impacts 2002 — 2004 EPS projections only.

We lost value in several equity investments in 2000. $500 million of lost value. These
were fair value investments, we wrote them down. However, we also booked gains
from our price risk management transactions with Raptor, recording a corresponding
PRM account receivable from the Raptor entities. That’s a $500 million related party
transaction — it’s 20% of 2000 IBIT, 51% of NI pre tax, 33% of NI after tax.

Credit reviews the underlying capitalization of Raptor, reviews the contingent shares
and determines whether the Raptor entities will have enough capital to pay Enron its
$500 million when the equity derivatives expire.

The Raptor entities are technically bankrupt; the value of the contingent Enron shares
equals or is just below the PRM account payable that Raptor owes Enron. Raptor’s
inception to date income statement is a $500 million loss.

Where are the equity and debt investors that lost out? LJM is whole on a cash on cash
basis. Where did the $500 million in value come from? It came from Enron shares.
Why haven’t we booked the transaction as $500 million in a promise of shares to the
Raptor entity and $500 million of value in our “Economic Interests” in these entities?
Then we would have a write down of our value in the Raptor entities. We have not
booked the latter, because we do not have to yet. Technically, we can wait and face the
music in 2002 — 2004.

The related party footnote tries to explain these transactions. Don’t you think that
several interested companies, be they stock analysts, journalists, hedge fund managers,
etc., are busy trying to discover the reason Skilling left? Don’t you think their smartest
people are pouring owver that footnote disclosure right now? I can just hear the
discussions - “It looKs like they booked a $500 million gain from this related party
company and I think, from all the undecipherable % page on Enron’s contingent
contributions to this related party entity, I think the related party entity is capitalized
with Enron stock.” ..... “No, no, no, you must have it all wrong, it can’t be that,
that’s just too bad, too fraudulent, surely AA&Co wouldn’t let them get away with
that?” ..... “Go back to the drawing board, it's got to be something else. But find
it “Hey, just in case you might be right, try and find some insiders or
‘redeployed’ former employees to validate your theory.”

SW(HSE&EC)0010
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Summaery of Raptor oddities:

1. The accounting treatment looks questionabile.

a. Enron booked a $500 mm gain from equity derivatives Tom a related

b. That related party is thinly capitalized, with no party at risk excer

¢. It appears Enron has supported an income statement gain by a contr
its own shares.

One basic question: The related party entity has lost $500 mm in its equity
derivative transactions with Enron. Who bears that loss? Ican't find an equity or
debt holder that bears that loss. Find out who will lose this money. Who will
pay for this loss at the related party entity?

Ifit’s Enron, from our shares, then I think we do not have a fact pattern that
would look good to the SEC or investors.

2. The equity derivative transactions do not appear to be at arms length.

a. Enron hedged New Power, Hanover, and Avici with the related party at what
now appears to be the peak of the market. New Power and Avici have fallen
away significantly since. The related party was unable to lay off this risk.
This fact pattern is once again very negative for Enron.

b. Idon’t think any other unrelated company would have entered into these
transactions at these prices. What else is going on here? What was the
compensation to the related party to induce it to enter into such transactions?

3. There is a veil of secrecy around LM and Raptor. Employees question our
accounting propriety consistently and constantly. This alone is cause for concem.

a. Jeff McMahon was highly vexed over the inherent conflicts of LJM. He
complained mightily to Jeff Skiliing and laid out 5 steps he thought should
be taken if he was to remain as Treasurer. 3 days later, Skilling offered
him the Chief Commercial Officer spot at a new venture, Enron Networks
and never addressed the 5 steps with him.

b. Cliff Baxter complained mightily to Skilling and all who would listen
about the inappropriateness of our transactions with LTM.

c. I have heard one manager level employee from the principle investments
group say “I know it would be devastating to all of us, but I wish we
would get caught. We're such a crooked company.” The principle
investments group hedged a large number of their investments with
Raptor. These people know and see a lot. Many similar comments are
made when you ask about these deals. Employees quote our CFO as
saying that he has a handshake deal with Skilling that LIM will never lose
money.

SW(HSE&EC)0011
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4. Can the General Counsel of Enron audit the deal rrail and the monsy trail betwezn
Enron and LM Raptor and its principals? Caa he look a1 LIM? ArRapror? CFO
says no, isn’t that a problem? :

SW(HSE&EC)0012
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Condor and Raptor work:

Lad

Posipone decision on filling office of the chair. if the curen: decision inciudes
CFO andfor CAQ,

Involve Jim Derrick and Rex Rogers to hire a law firm to investigate the
Condor and Raptor transactions to give Enron attorney client privilege on th
work product. (Can’t use V&E due to conflict — they provided some true sale
opinions on some of the deals).

Law firm to hire one of the big 6, but not Arthur Andersen or
PricewaterhouseCoopers due to their conflicts of interest: AA&Co (Enron);

PWC (LIM).

Investigate the transactions, our accounting treatment and our future
commitments to these vehicles in the form of stock, N/P, etc..

For instance: In Q3 we have a $250 mm problem with Raptor 3 (NPW) if we
don’t ‘enhance” the capital structure of Raptor 3 to commit more ENE shares.
By the way: in Ql we enhanced the Raptor 3 deal, committing more ENE
shares to avoid a write down.

Develop clean up plan:
a. Bestcase: Clean up quietly if possible.

b. Worst case: Quantify, develop PR and IR campaigns, customer assurance
plans {don’t want to go the way of Salomon’s trading shop), legal actions,
severance actions, disclosure.

Personnel 1o quiz confidentially to determine if I'm all wet:
a. Jeff McMahon

b. Mark Koenig

¢. Rick Buy

d. Greg Whalley

SW(HSE&EC)0005
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Enron's CEO, Skilling, Quits Two Top Posts
By Jonathan Friedland
Staff Reporter of The Wall Street Journal

Enron Corp.'s Jeffrey K. Skilling, an important
architect of the concern’s transformation from a gas-
pipeline company into the nation's major energy
trader, resigned as president and chief executive
officer.

Enron Chairman Kenneth Lay will assume Mr.
Skilling's duties and has agreed to stay on through
the end of 2005. Mr. Lay had been Enron's CEO
for 15 years prior to January, when Mr. Skilling
was named to the post.

In an interview, Mr. Lay and Mr. Skilling said
the executive's resignation was a personal decision
and that it didn't portend any change in Enron's
strategy. Mr. Skilling, who also resigned from his
board seat, will remain a consultant to the Houston
energy powerhouse and won't receive severance
pay.

Analysts suggested that the sharp decline in
Enron's stock over the past year may have spurred
Mr. Skilling's departure. Since January, the stock
has fallen 49% as the federal government has tried
to curb high power prices that have helped Enron
achieve record earnings. Investors have also cooled
on Enron's aggressive push into broadband
telecommunications markets, a strategy identified
with Mr. Skilling. (Broadband refers to the high-
speed Iniernet connections being installed in
residences by cable and phone companies.)

‘The announcement of Mr. Skilling's departure
came after the close of major markets yesterday. As
of 4 p.m. in composite trading on the New York
Stock Exchange, Enron was up 78 cents at $42.93.

Mr. Skilling, 47 years old, said his decision was
related to "family matters,™ but didn't elaborate. "In
terms of timing, I feel the company is in good
shape,” he added. Mr. Lay, 59, said that Mr.
Skilling's departure had "absolutely nothing to do”
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with problems at the company or the fall in the stock
price.

There are "no accounting issues, trading issues or
reserve issues,” Mr. Lay later told investors during
a conference call. "I can honestly say the company
is in the strongest shape it's ever been in.”

The departure of Mr. Skilling comes only eight
months after he took over as chief executive from
Mr. Lay. Previously, Mr. Skilling had been Enron's
president and chief operating officer and several
years prior to that had advised Mr. Lay as a
McKinsey & Co. consuliant. The two men are
largely credited with building Enron into a
formidable commodities market player over the past
decade, trading everything from electricity to
weather derivatives. In doing so, Enron has shed
many of its power production assets, a tactic
advocated by Mr. Skilling. Mr. Skilling's
resignation is particularly surprising because he has
a reputation as a workaholic who recently moved
into a new office in the middle of Enron’s new
trading floor atop a 40-story tower in Houston.

Mr. Skilling's promotion earlier this year came in
the wake of the resignations last year of several key
Enron managers, including Rebecca Mark, a high-
profile executive who had headed up the firm's
Azurix Corp. water unit.

Mr. Lay insisted that Enron has a "very deep
bench” that includes "two or three people who will
be CEO-ready in the not too distant future.” In the
conference call, Mr. Lay cited, among others, Mark
Frevert, chairman of Enron’s wholesale trading
arm; Andrew Fastow, Enron's chief financial
officer; and Richard Causey, the company's chief
accounting officer, as potential candidates to
eventually assume the No. 2 job at the company.

---- INDEX REFERENCES ----
COMPANY (TICKER): Enron Corp. (ENE)
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Dear Mr. Lay,

Skilling's abrupt departure will raise suspicions of accounting improprieties and valuation issues.
Enron has been very aggressive in its accounzing — most notably the Rapior transaczions and the
Condor vehicle. We do have valuation issues with our international assets and possibly some of

our EES MTM positions.

The spotlight will be on us, the market just can’t accept that Skilling is leaving his dream job. 1
think that the valuation issues can be fixed and reported with other goodwill write-downs to occur
in 2002. How do we fix the Raptor and Condor deals? They umwind in 2002 and 2003, we will
have to pony up Enron stock and that won't go unnoticed.

To the layman on *he street, it will ook like we recognized funds flow of $800 mm from merchant
asset sales in 1999 by selling to a vehicle (Condor) that we capitalized with & promise of Enron
stock in later years. Is that really funds flow or is it cash from equity issuance?

We have recognized over $550 million of fair value gains on stocks via our swaps with Raptor,
much of that stock has declined significantly — Avici by 98%, from $178 mm to $5 nun, The New
Power Co by 70%, from $20/share to $6/share. The value in the swaps won’t be there for Raptor,
50 once again Enron will issue stock to offset these losses. Raptor is an LIM entity. [t sure looks
to the layman on the strect that we are hiding losses in a related company and will compensaie that
company with Enron stock in the future.

T am incredibly nervous that we will implode in a wave of accounting scandals. The business
world will consider the past successes as nothing but an elaborate accounting hoax. $killing is
resigning now for ‘personal reasons’ but I think he wasn’t having fun, looked down the road and
knew this stuff was unfixable and would rather abandon ship now than resign in shame in 2 years,

Is there a way our accounting guru’s can unwind these deals now? I have thought and thought
about how to do this, but I keep bumping into one big problem — we booked the Condor and
Raptor deals in 1999 and 2000, we enjoyed a wonderfully high stock price, many executives soid
stock, we then try and reverse or fix the deals in 2001 and it’s a bit like robbing the bank in one
year and trying to pay it back 2 years later. Nice try, but investors were hurt, they bought at $70
and $80/share looking for $120/share and now they're at $38 or worse. We are under too much
scrutiny and there are probably one or two disgnintled ‘redeployed’ employees who know enough
about the ‘funny’ accounting to get us in trouble.

SW(HSE&EC0002
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Summary of alleged issues:

Raptor

Entity was capitalized with LIM equity. That equity is at risk; however, the investment was
commpletely offset by a rash fee paid to LIM. If the Raptor entities go bankrupt LIM is not
affected, thers is no commitment to contribute more sguity.

The majority of the capitalization of the Raptor entities is some form of Enron N/P, resmicted
stock and stock rights.

Erron entered into several equity derivative transactions with the Raptor entities locking in our
values for various equity investments we hold.

As disclosed, in 2000, we recognized $500 million of revenue from the equity derivatives offset
by market value changes in the underlying securities.

This year, with the value of our stock declining, the underlying caphialization of the Raptor entifies
is declining and Credit iz pushing for reserves against our MTM positions.

To avoid such a write-down or reserve in Q1 2001, we *enhanced” the capital structure of the
Raptor vehicles, comumitting more ENE shares,

My understanding of the Q3 problem is that we must *enharnce’ the vehicles by $250 million.

{realize that we have had a lot of smart prople looking at this and 2 lot of accountants including
AA&Co. have blessed the accounting treatment. None of that will protect Enron if these
transactions are ever disciosed in the bright light of day. {Plesss review the late $0"s problems of
‘Waste Management — where AA paid $130+ mum in litigation re: questionable accounting
practices).

The overriding basic principle of accounting is that if you explain the *accounting treatment?
to a man on the street, would you influence his investing decisions? Wouli he sell or buy the
stock based on a thorough understanding of the facts? If so, you best present it correctly
and{or change the accounting. :

My concern is that the fooinotes don’t adequately explain the tansactions. If adequately
explained, the investor would know that the “Entities” described in our rejated party footnote are
thinly capitatized, the equity holders have no skin in the game, and all the value in the entities
comes from the underlying value of the derivatives (unfortunately in this case, a big loss) AND
Enron stock and N/P. Looking at the stock we swapped, I also don’t believe any other company
would have entered into the equity derivative transactions with us at the same prices or without
substantial premiurns from Envon. In other words, the $500 million in revenue in 2000 would
save been much bower. How much lower?

SW(HSE&EC)0003
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Raptor looks to be a big bet, if the underlying stocks did well, then no one would be the wisar. It
Enron stock did well, the stock issuance to these entities would decline and the transactions would
be less noticeable. All has gone against us. The stocks, most notably Hanover, The New Power
Co., and Avici are underwater to great or lesser degrees.

I firmly believe that executive management of the company must have a clear and precise
knowledge of these transactions and they must have the transactions reviewed by objective experts
in the fields of securities law and accounting. I believe Ken Lay deserves the right to judge for
himself what he believes the probabilities of discovery to be and the estimated damages to the
company from those discoveries and decide one of two courses of action:

1. The probability of discovery is low enough and the estimated damage too great; therefore
we find a way to quietly and quickly reverse, unwind, write down these

positions/transactions.
2. The probability of discovery is too great, the estimated damage to the company too great;
therefore, we must quantify, develop damage containment plans and disclose.

I firmly believe that the probability of discovery significantly increased with Skilling’s shocking
departure. Too many people are looking for a smoking gun.

SW(HSE&EC)0004
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Condor and Raptor work:
1. Postpone decision on filling office of the chair, if the current decision includes
CFO and/or CAO.
2. Involve Jim Derrick and Rex Rogers to hire a law firm o investigate the

Condor and Raptor transactions to give Enron attomey client privilege on the
work product. (Can't use V&E due to conflict — they provided some true sale
opinions on some of the deals).

3. Law firm to hire one of the big 6, but not Arthur Andersen or
PricewaterhouseCoopers due to their conflicts of interest: AA&Co (Enron);

PWC (LIM).

4. Investigate the transactions, our accounting treatment and our future
commitments to these vehicles in the form of stock, N/P, etc..
For instance: In Q3 we have a $250 mm problem with Raptor 3 (NPW) if we
don’t ‘enhance’ the capital structure of Raptor 3 to commit more ENE shares.
By the way: in Q! we enhanced the Raptor 3 deal, committing more ENE
shares to avoid a write down.

5. Develop clean up plan:
2. Best case: Clean up quietly if possible.

b. Worst case: Quantify, develop PR and IR campaigns, customer assurance
plans {don’t want to go the way of Salomon’s trading shop), legal actions,
severance actions, disclosure.

6. Personnel to quiz confidentially to determine if I'm all wet:
a. Jeff McMahon
b. Mark Koenig
¢. Rick Buy
d. Greg Whalley

SW(HSE&EC)0005
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,ourgebls-Gnlloway, Hilda

From: Votaw, Courtney

Sent: Friday, August 17, 2001 8:58 AM

To: Qison, Cindy

Ce: Kean, Steven J. \{ ’]ﬁ
Subject: FW: Questions for Employes maeting 7 rf@ M] g

Cindy- below i5 Rick Causey's answar lo the question regarding Rapior. /
Thanks,

Courtngy ‘///’7//‘/,

..... Original Message---- g/;g /,7
From: Clark, Mary /
Sent: Friday, August 17, 2001 8:57 AM - 7« ﬁyj

To:  Votaw, Courtney
Subject: Fw: Questions for Employes mesting X

-~-Original Message—- [“Lf( \:; {A)"\M‘

From: Causey, Richard

Sent: Wedriesday, August, 15, 2001 6:08 PM

To: Clar, #ary| ’ 50)’ frone CQM/}«'?‘&, -
Cex Kean, Steven 3.; Derrick Jr., James ra

~bject: Questions for Employee meeting &l fines Oundunin.

. 2
Please see below for my responses to the two questions passed to me for fomorrow's mesting. %\'\U AT L Lrs
-
- /

Arthur Andarsen Question: L(. W, _“’ L e (f t?'\-

[ NNV % S PRIy N
Our outside auditors, Arthur Andersen, wers not charged with any oriminal offense. They did recently settle a lawsuit with b
the Securities and Exchange Commission regarding their audit of Waste Managemsant jor the years 1982 - 1888, The .
terms of the settlement included a $7 million payment and certain disciplinary actions by the SEC. As a part of the

3 naither d cr denied guilt related to the SEC's ciaims.  This audit was conducted by their

Chicago office, NOT the Houston office of the Firm.

Unfortunately, in today's environment, every major accaunting firm, just like every major corporation, has itigation with
other parties, including regulatory bodies. We discussed this matter with Andersen and were convinced that there was
nothing unusual about this case nor anything that woulkd impact their audit of Envon.  Additionatly, &s these sorts of actions
are not rare, we concluded that continuing to use Andersen as our auditor in no way damaged our reputation.
Managernent and the Auit Cammittee of the Board wil] continue to assess Andersen’s parformance on an annual basis.

Question regarding Raptor and Condor:

NOTE: 1 would not read this quastion. | would simply state that there was a question submitted regarding struciured
transactions and the use of contingent Enron aquity {that is squity that might have 10 be issued in the future).

RESPONSE: We do from time to time uée contingent Enron equity in transactions. However, to the extent that the %{
current economics of such a transackon would imply that we wouid issue that equily in the fulure, we must count that e
equity as issued and outstanding sdrrently. To state it more ciearly, all transactions that use Enron etuity currently or in v /W"Y’ .

*=4 future are fully accounted fopfoday. All future commitments have been considered and reflected in calculating 55
nings per shars and shargs outstanding today. Z:vf
4
Bor evevmmy ot vy
! A

Wirns £ seons wit f'

s0 5 K rten mn
T comes Bavw ™ EWE



136

Dee August 21, 2901

Subeet  Cyemt Accronting Inguity
P 20f3

Te The Files

From James A. Hecker

Dace August 21,200

Subpes Client Acceunting Inguiny

Yesterday | received an osteasibly social call from Sherron Smith Watkns. a3 Houston officc aiem who
works inthe CFO’s proup at cur largs audit ciient. Enton. After som¢ small talk sbout current evenis such
s the job market and I35t wevk's CEQ resignation at Earon. shie asked me if 1 knew much azout some of
Emson’s recent structured transactions. | told her | 81d not. having never worked on the Enron job. but that
1 had general knowledge oboul many of the related issues from my work on other marketing and 1radi
clients. Although she seemed initially rebuctant 1o get imo the det2ils with me. an Anthur Andersen audit
paniner, she obviously wanted a “sounding board” with whom she could discuss cenain of her conearns
related to a sct of Knron transacnons, and iald her 1'd be happy to lision

Sherron then 101d ine she was concemed about the propricry of accounting for cenain relatod-party
transactions. The tramsuctiony m guuestion were. based on our discussions, with an entity with a name
samething Jike “LIM™. winich was at the tinie of the transacuens at lcast paniiy owned by Ancy Fastow,
Enren’s CFO (and her current boss). She later told mc thas Fastow’s mterest m "LIM™ has since been sold
to Michael Copper. an Enron aium. | also understood by her 1one that the potentially sensitive transactions
were dens within the last couple of vears. Sherron seemus vvwnd more agitated about the ransachons”
accountig because she perecivee th related fooriote disclosures in the contpam 's consolidated financial
seziemens were difficult to understand and €id not tell the “whole ston ™

Afier some investigative work sinec her retum to Fastow's proup. she reponechy had discussed some of her
concerns with Enron’s general counsa efficr tshe did not name thw individual). That indivigual had
assuted her that AA and Enron's eviemnal counset (Vinson & keoms} Fag reviewes the tronsactinns
accounting and financial statement disclosures and that they were sure there was no improprict. At that
point. I mentioned 1 Sherron that mam people inside and outside the company assume we have seen everv
srmall transaciion wad OKd tiw accounting. which for many rasons. potentially ncluding immateniality. is
ofien not e, Sacrron undersiood this. but assured me the dollars involved (approximaich $5010 miltion)
were matenial, even fo (o company as large as) Enron. Basod both on the type and size of the trassactions.
Sherron told me she was concemed enough about these issues that she was geing 10 discuss tiem with Ken
Layv. Enron’s Chairman. on Wodnesday. August 22, 200§

1
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«  Fusommarny. Sherren couldn t undernand how Enson codid. with s oun capua. seeek. repeediy add
10 the zoliaterai underivmy 1n celigntion owes to Encon from o wisted pary withow recognizing i is
financial satemems whar 2} the relzied Enron sioek distributions or contributions 10 tiat celatad wam
o1 1) the bagh-teeh imvostment dorses such Telated-party oblipalion nas supposedly pratseting zgains

= 13M, 20 mosment company formerly owned 21 Last mmalh by Ands Fasiow (CFQ of Errond, vas
fermed 16 entet e various structured transactions with Envon. | understood from Sherren that one
such inveived the hodging of coriain of Enzon s tmoostmesis in hightech companics  Sines
s high-eeh mivesbmeat valoes fve deelund, Enron’s ledge Trom LINM hay inereased movalye, thus
putting 1M on the hoak tor = pravnuatly large hababin 1o Linron. ¥upporting this hedying
arrengement. Sheron deseribod 5o me that LIM was tmtalh copialized in large par with Enson stock,
which has also sigmficantls dechnud i value sines yearend 2796, Wl afier LIM's formation. and in
tesponse to s restilting reduction in 1otal LM asse vajue, bet investigauve ingeiries had preced
togother & ven wrouklesome seonane She perecived that Envan was putuisp additional Enron stock
inte LIM (the exacl methamsm = sales. contributions. exehangvs or otherwase ~wasn 1 clear from our
comvessnuon), primarily 1o polsiey LIMs pereeived 2bidny 30 tepay obligauions that will be owed 1o
Enzon 21 somx future Sotv Howover, according to Shorron. thuse additional Enron stock
somriburionsfissuances 1o LIM did w0t appest W by recorded on Enron’s books, §informed Skarron 1
enuld not comment bucause | wax otviously unfamiliar with the taets behind both the formanion and
cngoing opurations of LIM

*  She assernted that the Enron financiab-staieme:nt disclospres refated 5o the Fastow investment-company
reliionships and 1RANSRCLORE were (puting 4 Kindly) hard 1o understand and incomplore. A §300
mittion gain from the LIM }wes purp v dentified in imenm financial disclosures.
However, accarding 1o Shorran, it was not clear in the disciasures that e S0 million gain on
Earon’s books from the Faaiow agrwement (through LIM) actually offset other josses on Enron’s
imvestments i vanous high-tech mvestments The p i3] collateraliz feollectimhin: issuss bobhi
the LIM obhation st Shur s porcenad w provlom were abo ot spelled ow. 1 did not attaapt @
condirm those distiosure assernons ty pulhing fswon’s Ferm {0k or HQ's (but s documentation of
CNEaZOmCnt team discussions botes !

o Shealse assered tmt, ar the 1ume of the reeont saky 1o Mr. Copper. she had memtiened to others thax
LIM must have had “ven limited” stockholders™ cquity and rwst hove been an unsuccessful
ipveszment for As ewnertsd mfornad hat she thought Mr. Coppur’s purchasy price must have been
selaviveds small. sor Onw or more ot the Tollowing reasons: a) LIM owsd so much 1o Enron. or b the
company had 50 fon other 2850ts o 31 4t oty had sescis such as Enren stock that had declined so much
int vatye since LIM s incoption. However, she 2isc assvned thai she had boen told that mosw if not all,
+f LIM s cquiny had beon disiributed 10 s sharcheldens) |inciuding Fastow and CIBC. an independent
Tanking organization unrelated 1o Envon| concarrenth . cr shonly after. its ofiginal formation.

Based on tur discussion. § told her she aopearad 10 hase some pood questions. | emphasized that 1 wag
wimvolied i the issues or clwat and therefore unable tu give e anv defuntive advise o1 conclusions on

ARHEC(2)D1708.3
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these maners, especialh warhowr knemang 22t The facts, which e uncoriend  Moneizo. §encouraged her
10 discuss these 1ssucs wsth aovens 1 thy cempamy who ceuld satisf ber 2bout 1 a2Couniing and
disclosores reiaaed 10 These ranssenons 1 eld hor that | adnured hor “siandaup” attitude and that corpersie
IRLFORPECLIIN SBOUT RS E SUILE G InEOUNIGIE NS (EPOMNG 131 aey vitan vy wen healthy and shoukd aet be
surpressed S netha eominuriod 1o upaste me zbout her discussions Witk hes L2 nor ngaestod
anything funther from s

Immediately after mw discossion with Sherron on August 26 relonad the essense of her asserted curkems
o Ball Swanson 1ABA pracuce drector). Dase Duncan | Earon wngaaement partner) and Deb Cash 1a
panacr on seversl of the trading sepmaants at Zaron). On August 210 we all added Mike Odom, practice
Girector. to the discuss:ons. aud aunxd to consult with pur firm’s k2ol cdvisor about what actions to 1ake
in response 1o Sherron’s discussion of potential accounting and disclosur: iseuas with me.

Copies To

Debra A_ Cosh
David B. Duncan
Michatl M. Lowther
Miclac €. Gdom
William E. Swanson

ARMEC (2} 03708, 4
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----Original Message-----
fom: Kaminskt, Vince 1

Sent: Wednesday, August 22, 2001 2:45 PM
Toi Zipter, Rudh

f= Bharati, Rakesh; Kaminsi, Vince J
Subject: RE: Raptor Update

Rudi,

Makes sense. Let's meet with Gordon. | shall ask Rakesh to set up a mesting.
Another question: do you know if the coliar was hedged by the equity desk?

1 would expect a cash event related 1o the exercise of the put that will affect Enron's
liquidity at some point.

Vince
e Origina] Message-----
From: Zipter, Rudi
Sent; Wednesday, August 22, 2001 1:58 AM
To: Kaminski, Vince 1

Subject: Fw: Raptor Update

-Qriginal Message---

Fronn: Zipter, Rudi

Sent: Wednesday, August 22, 2001 7:57 AM
T Yuan, Ding

Ce Port, David; Murphy, Ted

Subject: Raptor Update
Ding -

As ENE stock and the stock market in general has been hammered lately, perhaps it is a good time to call Gordon
MeKillup and determine how the various Raptor portfolios are postured.

As you may recall from the prior analysis, they placed a option collar around the collateral (ENE stock). At that time,
they felt that it would support the portfolio to around §20 / share. The main assumption, however, was that the
assets in the Raptor structure would not devalue. Of course, for the public equilies such as AVIC! this is simply
not the case. Al the time of the initial analysis in March, AVCI traded at roughly $17/ share and it now trades at 33.65
/ share on approximately 1.1 million sharss. OOPS!

Rudi

SW(HSE&EC)0028
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Dilg, Joe

From: Jordan, Cari

Sent:  Frday, August 24, 2001 7:02 PM )
To: Butcher, Sharon (Enron) L WAL
Subject: Confidential Employee Matter

ATTGORNEY CLIENT PRIVILEGED COMMUNICATION

Sharon:
Per your request, the following are some buflet thoughts on how to manage the situation with the empioyes -
who made the sensitive report.

1. lagree that it is a positive that she has requested reassignment to another department. Assuming a
suitable position can be found, | recormmend documenting in memo form that the transfer is being effected per
her request. This would be worded to convey that the company has considered and decided to accomodate
ner request for reassignment. See comments below re additional items to be addressed in the memo.

2. isuggsst that the memo also name a designated company officer for her to contact in the unlikely future
event that she belleves she is being retaliated against for having made the report, Case law suggests that she
then will have the burden of reporting any perceived retaliation and aliowing the company a reasconable
opportunity fo correct it before quitting and asserting a constructive discharge. {Note: if there is any chance
that the decision might be made in the future to discharge the empioyee for making the report e.g., if the
company concludes that the allegations were not made in good faith- then this assurance probably should not
be given, at least until later when (if) the company is satisfied that the empioyee was not acting in bad faith or
otherwise improperly.)

3. The memo should contain language that convays that the other terms of her employment -specifically, its at-
will status- remains unchanged. This is to avoid any future claim that the understandings surrounding the
transfer constitute a contractual obligation of some sort.

4. The new position, as we discussed, should have ponsibilities and comg ion comp to her
current one, to avoid any claim of constructive discharge.

5. As we discussed, 1o ihe extent practicable, the fact that she made the report should be treated as
confidential.

8. The individual or individuals who are implicated by her allegations should be advised 1o treat the matter
confidentially and to use discretion regarding any comments to or about the compiaining empioyee. They
should be advised that she is not to be treated adversely in any way for having expressed her concerns,

7. You indicated that the officer in charge of the area to which the employee may be reassigned would
probably need to be advised of the circumstances, | suggest he be advised at the same time that it is
important that she not be treated adversely or differently because she made the report. And that

the circumstances of the transfer are confidential and should not be shared with others.

You also asked that | include in this communication a summary of the possible risks associated with
discharging {or constructively discharging) employees who report allegations of improper accounting practices:

1. Texas law does not currently protect corporate whistlieblowers. The supreme court has twice declined to
create a cause of action for whistieblowers who are discharged; however, there were special factors present in
both cases that weighed against the plaintiffs and the court implied that it might reach a differert conclusion
under other circumstances.

2. Regardless of the whistieblower issue, there is often a risk of a Sabine Pilot claim (i.e., allegation of
discharge for refusing to participate in an illegal act). Whistieblower cases in Texas commonly are pled or
repled as Sabine Pilot claims - it is often an easy leap for the plaintiff to make if she had any involvement in or
duties relating to the alleged improper conduct. For example, some cases say that if an employee's duties
involve recording accounting data that she knows to be misieading onto records that are eventually relied on by
others in preparing reponts to be submitted to a federal agency (e.g., SEC, IRS, etc.), then the empioyee can
be subject to criminal prosaecution even tho she did not originate the misleading data and does not prepare the
actual document submitied to the government. Under such circumstances, # the employee alleges that she
was discharged for refusing to record {or continuing the practice of recording} the aliegedly misieading data,
then she has stated a claim under the Sabine Pilot doctrine.

3. As we discussed, thers are a myriad of problems associated with Sabine Pilot claims, regardiess of their
merits, that involve aliegations of flegal accounting or related practices. One is that the company's accounting
practices and books and records are fair game during discovery - the oppusition typically will request
production of volumes of sensitive material. Another problem is that because accounting practices often
involve judgments in gray areas, rather than nori-jucdgmental applications of biack-letter rules, there are often
genuine disputes over whether a company's dractice or a specific report was materially misleading or complied
with some statutory or reguiatory requirement. Third, these are typically jury cases - that means they are
decided by lay persons when the legal compliance issues are often confusing even to the lawyers and

826/01 - VEL 00711
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experts. Fourth, because of the above factors, they are very expensive and time consuming to litigate.

4. In addition to the risk of a wrongful discharge claim, there is the risk that the discharged employee will seek
to convince some government oversight agency {e.g., IRS, SEC, etc.) that the corporation has engaged in
materially misleading reporting or is otherwise non-compliant. As with wrongful discharge claims, this can
create problems even tho the allegations have no merit whatsoever.

These are, of course, vary general comments. 1 will be happy o discuss them in greater detail 2t your
convenience,

W. Cart Jordan
Vinson & Elkins L.L.P.
1001 Fannin

2300 First City Tower
Houston, Texas 77002
(713) 758-2258

(713) 615-5334-fax

8/26/01 VEL 00712
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October 135, 2001
Privieged asd ConBdential

Antoroey-Cliest Communicainn
2nd Attorsey Werk Product

Mr. James V. Dewick. Jr,
Executive Vice President and Geners! Counsel
Enron Corp.
- 1400 Smith Street
Houston, Texas 77002

Re:  Preliminary i igation of Aliegations of an Anons Emploves

Dear tim:

You requested that Vinsos & Etkins L.L.P ("V&E") conduet an investiganion into cenain
allegations initially made on an snoaymous basis by an employee of Enron Corp. ("Earon”). Those
aliegations question the propriety of Enton's accounting treatment and public disclosures for certain
deconsolidazed entities known as Cendor or Whitewing and certain Taosactions with arelated party.
LIM, and prruculasly sransactions with LIM known as Rapior vehicles. The anonymous ermployee
laser identifisd herself as Sherron Watking, who met with Kenneth L. Lay. Chairman and Chief
Executive G’ﬁca af Emon for approximately one hour to express her toncemns and provided him
with als o her initial ¥ lewer. This lener constitutes our report with
rspecx 0 our mvesuguxcn 2nd sets forth the scope of owr review. e aetivities underaken. the

if of primary ¢ and our analysis and conclusions with respect 10 those concems,

I Scope of Undartaking

In general. the scope of VAE's undentaking was 10 review the sllegations rised by Mg
Watkins' anonymous letter and supplemental materials and to conduct an investigation o determine
whether the facts she has raised warrant further independent legal or accounting review

By way of background, some of the supph is provided by Ms. Watkins
proposed 2 series of sieps tor addressing the probl she ived, which inchaded of
independent legal counsel 10 conduct & wid ion, and the engage of
independent auditors. Appany Tor the purpbse of analyzing maasactions in dewil and opining
10 the propriety of the 2 employed by Enron and its suditors Arthur Andersen

CRITRS AT ahaed Daus LTGON CEKOA W A FAGARORE webemdton 3O

M
MM.
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Mr. James V. Demick. jr,
October 15. 200!
Page 2

LLP {"AAT), la prefiminary discussions with vou. it w33 decided that our indnal spprosch would
not involve the second g g of the ing autive and provided by AA. that there
would be no derailed analysis 0f each and evors rransaction and that there woulkd be ne tull saale
discovery style inquiry. [nstead. the inquiny would be confined 10 a Jetcrmination whether the
anonymous letier and supplemental materials roised new factul information thin wouid wasrani 4
broader investigation.

2 Activities Undertakes

Our preliminary i igation included the review of selected docurnents provided to us by
Enron and ﬁom our intarnal sourcs. interviews with key Earon and AA personne] and discussions
with VRE atomeys who are familiar with legal issues addressed by Enron ia connection with the
subject transactions, The focus. of course, was 1o identi fy brekground information. disclosures and
personal views with respect to the Condor/Whitewing and Raptor vehicies and Envon's relationship
with LML

Docurnems revigwed in this process included excerpts of meetings of Enson's Board of
Di 5. ding minutes of mestings of the Audit and Finance Comminees of the Board. various
public rilings o{Enmn {snnual reports. IM( 5. 10-Q's). docummu relsting 10 Enron’s transactions
with LJM. including Deai Approval Shests and In ies. and various miscell
materials in the nature of presenistions and memorands. The focus of our document review was 1o
determine whether the requisite approval of the ir 1 1t d in the anonymous letter had
been obtained from Enron’s Board and its committees. the nature of the disciosures made with
respect (o the transactions and relationships questioned by the anonymous lener and supplemental
materials and 10 provide general background information.

interviews were nlso condumd with vanous £nron personnel besed either on their
with the ing Condor/Whitewing. LM and Raptor. or becsuse they
were identified in materials provided by Ms. Watkins a3 persons whoe might share her coneems.
Those persons interviewed were: Andrew S. Fastow. Executive Vice President and Chief Financial
Officer; Richard B. Causey, Executive Vice President and Chief Accounting Officer, Richard B.
Buy. Executive Vice Presidentand Chief Risk Office.; Greg Whalley. Presidentand Chief Operating
Officer (formerly Chai of Enron Wholesale): feffrey McMahon, President and Chief Executive
Officer, Enron Industrial Markets (formerly Treasurer of Envon) : Jordan H. Minz. Vice Preudent
and General Counsei of Enron Giobal Finance: Mark E. Koenig, Executive Yice President. investar
Retasions: Paula H. Ricker, Mungngmor Investor Relations: and Sherron Watkins, the author
of the lenter and supp. ! materials.

Interviews were also conducted with David B. Duncan and Debra A. Cash, both pastaers with
AA assigned 10 the Envon audit engagement.

E 68563
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Mr., James VI Dersick 3
Ocrober 15, 2001
Page

b addition to the foregoing formal inreniews, discussions wetw Hkewice held with Rex
Regers. Vies Preswdent and Assistant General Counsel of Enron. ang Ronald 1. Astin or V&Y
regarding general background information snd the identification of specisic issues refuting to the
mariers raised by the anonymous letter and supplemental magerials,

Afrer completing interviews with ail of the foregoing individuals. supph Linteniens
were conducied with Andrew S. Fastow sad Richard 8. Ceusey of Enron and David B. Duncan and
Debra A. Cash of AA 10 confinm certain information learned in the overall interview process.

As we initially discussed. we limited owr interviews (with the exception of the AN partners
mentioned above) to individuals still emploved with Enron.  Therefore. we did not intersiew
individuals no fonger with Enron mentioned in the anonymous letter or supplemental matenals or
any third party related 10 LIM.

lden'tiﬁtuion of Primary Conceras

Our preliminary investigation revealed four primary aress of concern expressed by Ms.

Watking' 3 {enter and suppl ! matenials. Accordingly, our document review and
interview process locused on those mno( concern md whether the tacts raised by Ms. Watking’
anonymous letter and supp 1 d any newini ion asio those maners that

may warrant further ndependent i mvcsngwon Those areas of prirmary comeTn are as follows:
a the apparent conflict of interests by Mr. Fastow’s ownersnip in LiM;

b the accounting weatment accorded the Condor and Raplor structwres in Enron's
financial sutements:

< the adequacy of public disclosures of the Coador and Raptor wansacgens; and
d. the potential impact on Enrom's financial statements as a rssubt of the
Condoe/Whitewing and Raptor vehicies because of the decline in value of the

mercham investments placed in those vahicles as well as the decline io the market
price of Envon common stock.

Qur findings and conclusions with respect <0 each of these areas of consemn are set forth
separsiely below,

4. Conilict of Interest

Mr. Fastow acrually organizedr i ips. The first LIM-Cavman
LP.("LIMI™), was launched in june, 1959. Thc LM concept ;gpeus 10 have been fully discussed

_—
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Mr. James V. Demieh, Je
*October L3, 200!
Page 4

with the Oftive of the Chairman and was preseated w and approved by Enron’s Board of Directors
ara special mesting on June 28. 1999, That approral included the Boand's waiter of Enroa's code
of ethics to permit Mr, Fastow 1o act as the genena partner of LIMIL The priman purpose tor the
of LIMI wast biish s aon-k sanity with which Earon could snterinto aswap

tohedge itz in Rb_uhms NetC icath 1rwas likew ise recognized that

LIM might negotiate 1o purch dditional sssots in Enron’s merchant porttolio. 1.JM maised $16
million in oumde equity. invested in 1 Raptor vehicle that entered inte a swap for Rhythms
NetC and also purchased & sufficient portion of Enron’s equity in the Cuiaba power

plant in Brasl to allow Enron to deconsolida that project.

The second investment parmership — LJM2 Co-Invesiment. L.P. ("LIM2") - was organiznd
in October. 1999." At an October 11, 1999 meeting of the Finance Committae of the Board of
Directors. Enron's activities with LIM | were reviewed and the proposai for transacting business with
LIM2 was discussed and approved. The Board of Direciors. a its meeting on October 12, 1999,
waived Enron's code of cthics 10 permit Mr. Fastow 10 serve as general partner of LIM2 and
established guidelines for Enron’'s transaction of husincss with LIM2, Those iacluded: (i no

bligation to dot b Enron and LIM2: (ii) the Chiet Accounting ead Risk Officers
would review. and where appropriate. approve mnsacuuns with LJ\AI (it} there \\ould b an
annual review by the Board's Audit C ittee of or d as
appropriate; and (iv) there would be an annual review as to the application of the Company's code
of ethics 1o assure thar such transactions would not adversely affect the best interests of the

Company.

TheLIM2 pamersh:p raised $349 million inequity from investors mnging from commercial
and i banks, i pani pub&xc and private pension funds and high net worth
individuals. [JM2 has d in approximately 21 s¢p ions with Enron.

Pursuant 1o the Board's guidelines. special proceduwres were adopted and utilized for the
teansaction of business with LIM. Those procedures included the preparation of a special LIM2
Deal Approval Sheet ("DASH™) that would be prepased for every Enron/LIM2 trensaction generally
describing the nature of the commercial mn.w.‘non and lhe relevant cconcrmcs Approval was nlso

e

required by 2 variety of senior levet ial, technical and I support p
DASH was supplemented by an LIM approval process checkhs! testing for comptliance with Bemd
directives for tons with LIM2. includi ig the following:

. alternative sales options and counter-parties.

The initial LIM partnership was then referred to as "LIM1." LIMI and LIM2 will
be referred 1o jointly as “LIM" unless there is a particular reason to distinguish between the wo
investment parmerships.

Confidenti
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~Mr. James V. Dermick. I,

October 13, 2001
Page 3 -
. detz: nination that the rapsactior was conducted at amy's lengih,
. disclosure obligations. and
. review of the transaction by Enron’s Otfice of the Churman. Chief Accounting

Ofticer and Chief Risk Officer.

As part of these procedures. it also appearcd th.u severat additional controls were adhered

0. These included LIM senior Is never negotisting on behalf ot Enron:
Enron protessionals negotiating with UM repomng 10 senior Enron pto!essaouh other than Mr.
Fastow: Enron Giobal Finance ial, legal and g monitoring of compliance with

procedures and controls for regular updates for C| hicr"Accomtingmd Risk Otficers. and iniemal and
outside counsel regularty consulted regarding disclosure obligations and review of any such
disclosures.

Based on our review of the 1.JM Deal Approva! Sheets and accompanying checklist. it
appears that the approval procedures were gcn:mlly adhered to. Transactions werc uniformly
approved by legal. technical and cial p s ay well as the Chief Accounting and Risk
Officers. [n most instances. there was no approval signature for the Office of the Chairman except
for several significant transactions. It also appearcd that the LIM transactions were reviewed by the
Audit Conunittee on an annual basis. Atibe February 7. 2000 meeting of the Audit Comminee. all
LIM ansactions occurring prior to that date were reviewed. A review of al) the LIM uansactions
during the following year was made at the February 12 200! meetings of both the Audit and
Finance Comminees.

Bmd on our interviews with various Enron representatives. sand notwithstanding the
foregoing and proced that were adopted. concems were cxpressed about the
awkward in LIM's op g within Frron and two potential conflicts of interest. The
awkwardness arose from the fact that LJM's professiopals - primarily individuals reporting to Mr.
Fastowand Mlchul Koppers — were also Enron emplovces who officed in Enron space and worked
among Enron employees. T were negot T Enron employees scting from
Enron and other Enron employees acting for LIM. Within Enron. there appeared to be an air of
secrecy regarding the L/M partnerships and suspicion that these Enron employees acting for LiM
were receiving special or additional compensation. Although there was a Services Agreement
between Earon and 1JM pursuant to which LIM compensated Enson for the services of Envon
personnel and use of Enron’s facilities, this fact did not quell the awkwardness of the Ercon
employees “wearing two hats.™ Much of this awkwardness should be eliminated on a going-forward
basis, bowever, by reason of Mr. Fastow's sale of his ownership interest in LIM effective July 31.
2001 to Mr. Koppers (who resigned from Enron prior to the transaction) and the complete separation
of LIM’s employees and facilities from Exron.

\
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The first area of potential contlict of vateress voiced by seteral indis rduls was the risk that
undug pressure may be placed on Enron protessionals who were negotiating with LIN because those
indisidunls would ultimately kave their performance evaluaied Tor compensdiion purposn by Mr
Fastow in his capacity as Chief Financial Orticer, in parucutar. Jeftre: MeMahon stoted that while
he was Treasurer of Earon be discussed this conflict directly with Mr. Fastow and Jettrey Skilbing.
and that the sonilict was not resolved prior to his aceepiance of @ new position within Earon. Mz
McMahon sutad. however. thar he was aware of 1o ransaction whery Enron suttered coonomic
harm as a result of this potential conflict

The second potental conflict of interest identified by several individuals was that investors
inLIM may have perceived thattheir investment was reguired to establish or maimain other business
reiationships with Enron. Although no invesiors in 1.JM were interviewed. both Mr. Eastow and Mr.
McMahon staed unequivocaily that they 1old potential investors that there was no tic-in between
LiMi and Enron busi Moreover, Mr. Fastow stated that Merrill Lynch was paida
fee for marketing 1.JM2 parmership inferests aod thar & number of investors. such as private ard
public pension funds and high net wonh individuals. had no business relationship with Enron.

In summary. none of the individuals interviewed could identify any sransaction berween
Enron and LIM that was not reasonable from Enron's standpoint or that was conirary to Encon’s best
interests.  Conversely. the individuals interviewed were virally uniform in stating that [JM
provided a convenient alizrative equity partner with flexibility that permitied Enron 10 close
ransactions that otherwise could not have beren accomplished. Mergover, both the swkwardness and
potential for conflict of interess should be eliminaied on a going-forward basis as & resuit of Mr
Fastow's divestment of his ownership interest in the LIM partnerships.

3. Accounting Issues

As stated at the outset, the decision was made early in our peeliminary investigation not to
engage an independent accounting firm to second guess the accounting advice and audit treatment
provided by AA. Based on interviews with representatives of AA and Mr, Causey. all material facts

ofthe Condov/Whitewing and Raptor vehicles. as well asother ons invoiving LIM. appeared
10 have been dnsclosed © and reviewed by AA. In wis regnd. AA reviewed the LM solicitarion
1ais and p agr 1o assure that cenain safeguards were provided that would

permit LiM 10 be Y som:a!‘xhxrd party equily in transactions conducted with Enron. AA likewise
reviewed specific transactions berween Enron and LIM 1o assure that LM had sufficient equity in
the wansaction 1o justify the ing and audit principles deing applied.

‘The relationship berween Enron and AA was an open one and. according 10 Mr. Causey.
Enron consuits AA early and often on accounting and audit issues as they arise. AA concurs with
this statement. bul points out that in certain of its accounting and audit reatment. it must rely on

-_
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Enron's statement of the business purpose for specitie transastions and Enron's valuation of assets
placed in the Condor Whitewing and Rapror structures.

Enron aad AA representatives both acknowiedge that the acounting wvaiment on the
Condor/Whitewing and Rapror Umnsactions is crestive 3 m But no one hs reRson
believe that it is xup;:ropmte from a tzchnical standpoint. I (RS rcgan: AN consulted with its
senior wehnical expents in its Chicago otfice regarding the techn oa the
Condor/Whitewing and Rapior transactions, znd the AA parouers on the Enron accoum consuled
with AA’s scnior practice corrumirtes in Houston on other aspecis af the transactiens. Enron may aise
ke comnfort from AA's audit opinion and report 1o the Audit Commitiee which implicitly approves
the transactions invoiving Condor/Whitewing asd Raptor stuctures in the context of the spproval
of Enron's financial statements,

Following ow injtial interview with AA copreseniatives you agroed with us that it was
desirable and appropriate 10 provide them with Ms. Watkins' anonymous Emzrmd supp{emema
materials so that AA cautd comment directly on specific ined in those
AA jdemified wo all in p far that. if s would sffect theit accounting and audn
weatment. Those aliegations were, in effect: (i) There was s handshake deal beracen Mr. Skilling
and Mr. Fastow that LM would never lose money on any mnsncuon with Earon: and (i) LM
received g cash fee in the Raptor that pletely ped its investment and protis.

M. Fastow adamandy denies any agreement with Mr. Skilling or anyone else that LIM
would never lose money in transactions with Enron. and he recognized that such an agr would
defea: the accounting weatment that was the very objective for the formation of LIM. Mr. Causey
is unaware of any such agreeraent and has seen no evidence of it,

Both Mr, Fastow and Mr. Causev acknowledge that LIM was 1o receive a cash fee for its
management of the Raptor vehicies in an amount not 1 exceed $250.000.00 annually for each
corapany, for a total of $1,000,000.00 for the four entities. AA was aware of Exron’s payment of
these fees as well as other organizational costs of the Raptor entities, but these fees fall far shortof’
recouping LIM's investment in the Rapeor entities. Both Mr. Fastow and Mr. Causey were quisk (0
point put, hawever, that in cach Raptor vehicle the first ransaction was 8 "put” of Enron shares
which wad settled favorsbly to LIM prior to maturity, and s & result thereof, distributions wers made
10 LIM in amounts equal 1o or greater than its initial investment in those Raptor vehicles. AA is
aware of these ions and is fortable that, by £ the applicable special purpose entity
accounting rules, the ransactions do not undemine LIM's equity investment inthe Raptor vehicles.

‘When questioned sbout her basis for these 1wo sliegations in her anonymous letter and
supplemental materials, Ms. Watkins acknowiedged that she had no personal. first band knowledge
of either allegation. Both were based solely on rumors that she heard during the two months she wax
warking in Enron Global Finance. and she was uncerain about any desails of the alleged cash few
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allepation. Norwithsinding the lack of wny salid basis for the alfegutions. we think ftis Hkoh that
AA will seek some kind of assurance from Faron and perhaps frore Messrs, Fasiow and Causey tha
no such agréament ur cash ter pay ment ogewrred

6. Adequaty of Disclosures

Norwi ding the expression of concen in Ms. Watking anonymous leter and supponting

T8l ding the sdaquacy of Earor's disclosures a¢ & the Condor Whitewing and Raptor
vehicles (Much :oahrgcexwm xtﬁact her opinion}. AA s fortable wih the di in the
£ s the fi g the Condor/Whitewiag and Raptor structures and other
et and ions with LIM. AA points out that the trapsactons imvolving
Condor' Whitewing are disclosed inaggregate teros in the unconsolidated aquiry alliliawes foomnote
and that the jons with LIM. including the Raptor i are disclosed in sgyregate

terms in the, related party ransactions fodinote to the financials,

The concern with adequacy af dm.losum is that one can alwavs argue in hindsighe that
disclosures ined in proxy soih s di ion snd analysis and financial
footnozes cculd bc more detailed. In ‘.hxs regard, i is our undersisnding that Envon's practice is 10

and &

provide iu & jals o VEE with s selatively short time fame
within which te respond with commests.

7. Potential Bad Cosmeries

Concern was frequently expressed that the tansaciions involving Condoe/ Whitewing and
Rapcor could be portrayed very poorly if subjested 1o 2 Wall Swreet Journal expasé or class action
lawsuis. Factors pointed ta in support of these concerns included (i) the use of Enron stock 1
provide squiry necessary 1o do ransactions with Condor/Whitewing and Rapor: (i1} recogaizing
esrnings trough derivatve tn.nsacnons with Rapror whea it coukdbnrgucd 1hat thers was no true
“third party” involved inthose ions; (1) bes bath valye and Enron
stk have fallen. the Raplor entities may not be able 1o satisfy their obligations to Enron. thus
raising the question “Who ultimately bears this lost?": (iv} the apparent conflict of interest issue
r2ises quEsTIonS 43 to the valuation of assets soid to or that were the subject of transactions with
Raptor and the timing of thoss mansactions, (generajly at & poink when the vajuation was o &
historical bigh point).

8 Conclusions

Based on the Radings and conclusions ser forth with respect 10 each of the four areas of
primary concern discussed above, the facts disclosed trough our prelioninary investgaiion do ot
in our judgment, warrant & further widespread investigation by Indpendent counsel and suditors.
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Our pretiminan investigarion. howeror. leaves us with concern that, hecguse of the bad
cosmztics involving the LM eatities and Rapior transyctions. coupied with the poor periormance
of the merchant investment assets placed in those vehicles and the decline in the value of Enron
stock. there is a serious risk of adverse publicity and litigaion. It aiso appears that because of the
inguiries and issues raised by Ms. Watkins, AA will want additional assurances that Enron had ao
agreement with LIM that LIM would notiose money on wansactions with Knron and that Encon paid
no fezs 10 LIM in excess of those previously disclosed 10 AA. Finally. sve beifene thay sume
response should be provided 1o Ms. Wakking 10 assure ber that her concems were thoroughly
reviewed. analyzed, and although found not to raise new or undisclosed information, were given
serious comsideration.

We have previously reported verbally to Mr. Lay and you regasding owr investigation and
conclusions and. a1 your request. have reporsed the same i jon to Robert K. Jaedicke. in his
capacity of Chairman of the Audit Committee of Faron's Board of Directors. At Dr. Jasdicke's
request. we gave a verbal summary of our review and conclusions to the tull Audit Committee.
Should you desire 50 discuss any aspect of this writien rporn o any other deiails reyarding our
review of this matter. please do not hesitate 1o CONLACE U3 & YOUT CORVENIENTe.

Very truly yours.

Vinson & Eukins LL.P.

By:

Max Hi jtH

e Josepn C. Dilg

Maumas WOSLT T

- V. SR A

| E6
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MEMORANDUM

TO: Enron general file (re: Accounting Issues)

FROM: Max Hendrick, 111

DATE: October 22, 2001

RE: Telephone Interview with Jeffrey McMahon on October 18. 2001

On October 18, 2001, Joe Dilg and the author interviewed Jeffrey MeMahon ("McMahon" )by
telephone. McMahon had previously been interviewed in connection with the investigation inte the
allegations contained in an anonymous letter and supplemental materials authored by Sherron
Watkins. The supplemental interview was occasioned because of information relayed by Steve Kean
("Kean™) to the effect that McMahon had made several statements regarding the LIM transactions
that d inconsi with he had previously made in his interview. The focus of the
supplemental telephone interview was to clarify those points on which there was potential
inconsistency.

Leaving the Office of Treasurer under Duress

McMahon initially stated that his comments to Kean were made immediately after learning
Enron had been sued in a derivative lawsuit regarding the LIM transactions. He wanted Kean te
know that there were certain areas of concern that would, no doubt, come under scrutiny as a result
of the lawsuit or further legal or SEC inquiry.

By way of history, McMahon stated that he had approached Andy Fastow ("Fastow™) many
times about how the LIM issue was being treated. Fastow was wearing two hats but still in charge
of and superior to people negotiating for Enron. Employees subordinate to Fastow were charged
with responsibility for working on LM matters; Enron and LJM were operating out of the same
space. Reference to Fastow's ownership in LIM was used as a subtle stick in negotiations against
Enron. All of these factors {previously discussed in the initial interview) contributed 1o McMahon's
view that there was a conflict of interest.

Fastow never addressed these problems, whereupon McMahon felt compelied to discuss the
issues with Jeffrey Skilling ("Skilling™), Enron's then President and Chief Operations Officer.
McMahon advised Skilling that there were major conflicts of interess, but that those conflicts could
be resolved. The people involved in the LIM conflicts were not responding well, and it was a
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stressful situation. McMahon did not present an ultimatum to Skilling (he volunteered that
presenting ultimatums was not the way one could deal successfully with Skilling). He simpl
presented the fact that he could not compromise his position in light of the existing conflict of
interest. Either some changes had to be made 1o resolve the conflict of interest or Skilling needed
to find McMahon a new position. Several weeks later Skilling encouraged McMahon to take the job
with Enron Networks, but Skilling did not link this 1o the conflict of interest with LIM.

McMahon believes that there are lots of people who know about his position and complaints
about the conflict of interest. There may be a general perception that McMahon was "forced out”
of the Treasurer's position as a result of this, and McMahon thought that Kean should be aware of
this potential problem.

Pressure on Enron's Bankers to Invest in LIM

McMahon believes that a lot of the adverse publicity may be coming from bankers who
believe they were pressured 10 invest in LJM. Several bankers came to McMahon and inquired
whether an investment in LJM gets them an inside position for Enron business. McMahon
consistently responded, "Not as far as I'm concemned.” At later points in time, at least two bankers
came to McMahon and said that they were promised business in turn for their investment in LIM.

McMahon recounted that First Union Bank's Paul Riddle called and complained about not
getting a bond deal. He stated that he was promised the next bond deal for investing in LJM.
McMahon's response was to the effect. "Not by me, you're talking to the wrong guy.”

Merrill Lynch (no name given) commented, not by way of sour grapes. but simply as fact that
it was felt linkage existed between investment in LJM and Enron business.

Deutsche Bank did not invest in LIM, but thought there was a linkage and felt it was
improper.

Chase Bank felt there was a linkage between an investment in LJM and Enron business.

McMahon made clear that he had no first-hand knowledge — he was not present when any
pressure was put on a bank to invest in LJIM. He is concerned, however, how other Enron officers
may have 1o testify on this subject. McMahon identified the following Enron employees as having
had discussions with banks and who can comment more directly on the possibility of pressure being
put on them to invest in LIM: Ben Glisan, Tim Despain, Brown, Ray Bowen and Kelly
Boots.

After he left the Treasurer position, McMahon never saw anything fishy about the way bank
business was given out, but he was totally out of the loop. While he was Treasurer, he never saw
anything about giving business to banks that he thought was improper or he would have "pulled the
red chain.”
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Buv-out of Michael Koppers' Equity in JEDI-1

McMahon recounted that when Calpers was bought out as an equity owner in JEDI-1,
Michael Koppers ("Koppers"). an Enron emplovee who worked for Fastow. was used as 2
replacement equity owner. The JEDI-1 structure was administrative burdensome and McMahon
thought the equity (then owned by Koppers) should be bought out. He understacd that Koppers had
invested approximately $100,000 a year before. He discussed the possible buy-out with Fastow and
felt Koppers could easily be bought out at a modest profit. Fastow said that he would handle the
negotiations with Koppers.

There was actually a formuia built into the JED] investment whereby Enron could effect the
buy-out. Going by the formula, Koppers would be entitied to approximately $22 million. McMahon
felt like Koppers should not even get $1 million. As McMahon understands it. Koppers was to get
$10-12 million as a result of the final negotiations, McMahon's discussions with Fastow on this
subject were in January-February of 2000, shortly before he left as Treasurer. He thinks the deal did
not close until early 2001.

McMahon's concern about this buy-out of Koppers in JEDI-1 was based on rumors that
Koppers used the money from JEDI-1 to buy out Fastow's position in LIM. Many people assume
that this was the case, but McMahon again has no personal knowledge. He thinks the same financial
executives named above plus Kevin Howard would either have knowledge or a view of this
situation.

Pressure on Enron Representatives Negotiatine with LIM

McMahon believes that the lawsuits and rejated inquiries are going to look for all leakage
out of Enron to LJM. People who negotiated for Enron against LIM will probably testify that they
felt pressure. One example, which he gave in his prior interview, was Doug McDonald negotiating
on behalf of Enron against Koppers. McMahon was at home, received a call from Fastow, who
compiained about McDonald negotiating too hard. As it tuned out, Fastow had the facts wrong and
ultimately backed off.

McMahon has no personal knowledge of deals that were against Enron's interest or well-
being, but he is concemned about this subject. He gave the following names of individuals and
situations that indicate that they may be the source of information unfavorable to Enron's position
in this regard:

Kevin Howard — a good person to talk 10 about pressure exerted on Enron professionals
negotiating against LIM;

Ray Bowen — another guy who got chewed out for negative comments about the LIM
situation;

Cliff Baxter - frequenily in Skilling's office complaining about LJM and Fastow's conflict
of interest;
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Ken Rice — same siory;
Paul Chivens — an ex-Enron London guy now with Credit Agricole in Paris: and
Mike Jakgbic — hired by McMahon 1o set up a private equity fund. McMahon wanted 2
friendly source of capital 10 do deals. By the time Jakgbic arrived for work. Fastow had sa
up LIM, which was exactly the same concept. Jakgbic felt that Fastow sicle his conceps
He is now the relationship person for Enron with Deutsche Bank.

As a final note, McMahon stated that the Bloomberg refease has lots of information
concerning the derivative lawsuit filed against Enron.

MHII

c: Joseph C. Dilg

Houstoms90086.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick. 1T

DATE: September 7, 2001

RE: Interview with Jeffrey McMahon, August 30, 260]

On Thursday, August 30, 2001, Joe Dilg and the author imerviewed Jeffrey McMahon
{"McMzhon™), President and Chief Executive Officer of Enron Industrial Markets ("EIM™), to obtain
information relevant to an employee's inquiry regarding the propriety of the Raptor and
Condor/Whitewing structures.

McMahon was in Enron’s London office as Chief Financial Officer of Enron Europe until
mid-1998. From mid-1998 until March 2000, McMahon was Treasurer of Enron Corp.. reporting
to Andy Fastow ("Fastow™). Enron's Chief Financial Officer. In March 2000. McMahon moved to
a business position with Enron Nerworks which later evolved into EIM.

‘When McMahon came on as Treasurer in mid-1998, the NightHawk structure, a predecessor
to Condor/Whitewing was already in place. Condor/Whitewing was set up after he came, as a
structured finance project and was managed by Michael Kopper ("Kopper®), who repornted directly
1o Fastow.  Although McMahon had no direct responsibility for or involvement in Condor/
‘Whitewing, he undersiood it was set up as a temporary holding facility for assets Enron wanted to
sell.  Condor/Whitewing was capitalized, bought assets that Enron wanted to sell; then
Condor/Whitewing would sell off the assets either individually or in packages as time and
circumstances allowed.

Both LIM1 and LIM2 were set up during McMahon's tenure as Treasurer, but he was not
farniliar with the exact structure. He knew that Fastow would be the general partner of the entiry.
Although he tried 10 find out who the investors were, and felt he should know about them because
his job was dealing with banks with whom Envon transacts business, he was never told who the
investors were. LIM was likewise handled as a special project by Kopper. The Raptor vehicles
came along after McMahon left as Treasurer, although he understood that Raptor was 2 vehicle
established so that Enron could protect the value of cerain of its merchant assets.

McMahon does not recall reasons being given for the secrecy or confidentiality of LIM,
although it was perhaps because he never asked. The widely held perception was that LIM presented
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aninherent conflict. McMahon was vocal with Fastow and Skilling on this point. His issue was net
with the faimess or valuation of vansaciions that were placed in LIM but rather the potental conilics
of imerest.

McMahon explained that the corflict arose because emplovess under his supervision
negotiated on Enron’s behalf with other Enron emplovees representing LIM on the vaiue of assets
1o be sold. Enron emplovees he supervised were instructed to get the best deal for Enron: he
assumes that those acting for LIM were similariy instructed to get the best deal tor LIM. The
perception to empiovees he supervised was that when Fastow got involved. the guy's negotiating for
Enron might shrink from their expected vigorous negotiations. Fastow. afier all. had the finai sav
on their evaluations for salarv and bonus purposes.

McMahon and Fastow went round and round on this issue. McMahon thoughi there was a
conflict and thought it needed 1o be fixed. He proposed several options that would avoid or lessen
the conflict:

[¢))] Fastow could resign from LJM (McMahon did not view this as a realistic aliemative
because he did not think Fastow would volumarily resign):

{2} Fastow could remove himself from the evaluation process for salaries and bonuses
of those Enron employees other than McMahon representing Enron in negotiations
with LIM (i.e., let McMahon deal with the conflict);

(33 Enron and LJM could be separated by (a) eliminating dual emplovees and (b)
establishing separate office space for LIM.

Fastow never acted to implement any of these options (to which McMahon atiributes no bad
maotive or intent), so he discussed the conflict with Jeffrey Skilling ("Skilling") to the effect that the
conflict needs to be fixed or McMahon should be moved. This discussion tock place in the
February-March 2000 time frame and Skilling said that he would look into it

Coincidentally, McMahon was being recruited by Greg Whalley 10 join Enron Networks in
a business position. While in the process of making his decision on this possible move. Skilling
encouraged him to take the new job, emphasizing that it was Enron's core business and his talents
were needed. McMahon did so and commented that it was the best move he ever made. Enron
Nerworks ultimately developed into EIM.

McMahon is confident that the conflict issue. as he viewed it, was brought 10 the atention
of Skilling berause he discussed it with him personally. He doubts that Ken Lay was aware of this
specific conflict that was his concern.

Although McMahon said he was unaware of Fastow intervening directly in the negotiations
between Enron and LJM, he cited one situation in which Doug McDowell ("McDowell"} was
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negotiating from Enron’s standpoint with Kopper on 2 deal near vear-end 1999. Fastow calied
McMahon at home and complained that McDowell was negotiating 100 hard and that they shouic
get the deal done. As it turned out. there was a communications probiem and Fastow did not have
the right information about the deal terms. The deal was later consummated in favor of the points
being argued by McDowell. McMabon has no examples o a deal having been struck that was
to Enron. His concern was that the Enron guys may not be negotiating the sarme wav they wouid
have with a truly independent third party.

McMahon stated that the approval procedure was put in place after he left as Treasurer. He
believes that this was started as a result of one of his complaints. He was aware that Rick Buy, Risk
Management Manager, and Rick Causey, Chief Accounting Officer. are part of the approval process.
He noted that Rick Buy would be an imeresting person to talk 10, because he believes that the
approval procedure shifted the conflicts issue from the Treasurer 1o Buy.

McMahon emphasized he had no problem with Fastow's motive or intent inthe LIM vehicle.
His issue was the inherent conflict in appearance only. The impact of this conflict was on the junior
people negotiating for Enron under those circumstances.

McMahon commented that a lot of transactions that were done with LIM were highily
beneficial 1o Enron. Without this fomm of friendly equity vehicle. a Jot of these deals would not have
gotten done.

Since becoming CEO of EIM, McMahon has had no deslings with LIM or the Raptor
vehicies. Those vehicles were used 10 monetize assets or protect the vatue of assets and EIM has no
assets that require those services.

McMahon also pointed out that the anonymous letter addressed accounting issues. and that
aceounting issues have never been the subject of his concern. He was not involved with and is not
competent in those areas of accounting issues and is further confident thar Causey and Arnhur
Andersen & Co. make sure that things are done properly.

McMahon viewed the individual who wrote the anonymous lener 1o have a concern about
how the structure/transactions with LIM would stand up to public scrutiny. He personally thinks not
very well, although he is confident that everything was done in 2 technically correct way.

If the conflict issues were cured, McMahon believes it was good 1o have a friendly equity
investor available. Fastow simply did not need 1o be the general partner.

As Treasurer, McMahon received inquiries from bankers about whether continued banking
relationships with Enron were dependent on investing in LIM. McMahon believes that Fastow
solicited the ten or so key banks with which Enron did business 10 be investors in LIM. and
McMahon heard from at least half of them. This possibly presented another area of conflict. Fastow
had the final say on bank selections; some he picked alone on special projects. but most requests

.3
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would be originated by the Treasurer. McMahon consistently informed the banks that there was no
linkage berween Enron banking business and investments in LIM.

McMahon agrees that the ancnymous lenter raises no new information. As he walks through
the lenter. he cannot believe that the accounting is not absolutely perfect. It has been carefuliv
reviewed.

During the course of the interview, McMahon indicated that the person who wrote the
anonymous letter came to visit him directly, so he is aware of the person's identin'. He beiieves
some information she provided may have overstated or misstated the natre of his concems. as his
concems were not related to accounting issues.

e Joseph C. Dilg
Houston 643816.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick. HI

DATE: September 18, 2001

RE: Interview with Sherron Watkins, September 10. 2001

On Monday, September 10, 2001, Joe Dilg and the author interviewed Sherron Watkins
{"Watkins") 1o obtain information relevant to the inquiries contained in her anonymous letter to Ken
Lay regarding the propriety of the Condor/Whitewing and Raptor structures. The interview was
somewhat disjointed because it was feit better to let Watkins discuss issues she wanted to address
initially before questioning in any particular areas. As a result, the following memorandum, which
attempts to track the general flow of discussion, is repetitious in certain areas.

By way of her personal employment background. Watkins advised that she spent eight vears
with Arthur Andersen L.L.P. ("AA"), five in the audit department in Houston (auditing primarily
energy clients) and three in the New York office in litigation support. She then spent three years
with MG Trade Finance in New York City before returning to Houston and joining Enron Corp.
{"Enron™) in October, 1993, She took a job working for Andy Fastow ("Fastow"} {apparently in the
corporate finance area) and was a manager for the JEDI, Cactus and related projects. During the
three year period in that position, she reported varicusly to Fasiow and/or Rick Causey. Over the
next 3-4 years, Watkins apparently had several different positions with Enron's materials and metals
operations and Enron International. She joined Enron Broadband in early 2000 but left in the spring
of 2001 as a resuit of the downsize movement. In the spring of 2001, she was considering positions
in corporate relations or again working for Fastow. She took the position working for Fastow. and
in June, 200}, commenced a project of listing and gathering information on assets Enron may want
to consider selling off. Watkins current business card indicates she is Vice President. Corporate
Development,

Watkins stated that her concern about the Condor and Raptor vehicles arose during the
process of her listing of various assets that Enron may want to consider selling. She noted the
following particular assets sold to Rapior on which a theoretical pain or revenues were reflected:
NewPower Co., AVICI, and Hanover. She notes that these assets are all hedged in an investment
vehicle in which LIM is an equity participant, but LM has pulled out approximately $39 million,
constituting more than its equity contribution. The Raptor entities owe Enron approximaiely $700
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million, but those entities have no ability to pay Enron back and LM has no obligation to put up
additional equity.

Watkins understands that. because of value appreciation in Enron stock held in another emtiny
it was used 1o support these Raptor investments with LIM. She noted 2 progressive aggressiveness
in Envon's accounting practices, beginning in 1996 when Enron began its mark 1o market evaluation.
At first these were less aggressive, but by 1998-199%, Enron began pushing the edge.

Watkins' concem is that the Raptor transactions look bad. Each of the aforementioned three
investments were pegged at their peak. No truly independent third party would have bought these
assets at their then market value. Although Raptor provided a vehicle for Enron to hedge against
declines in those values, Raptor couldn't hedge. Watkins' point is that in the Raptor transactions you
can't find an equity or debt investor who will ultimately have t pay Enron back. Watkins
commented that the initial bad appearance got even worse. Both the Enron stock valuesand the asset
value of the assets in Raptor went down. In the first quarter of 2001, the Raptor vehicles had 1o be
enhanced 1o avoid 2 write-down. In looking at the overall value of the credit. the Raptor vehicles
simply had 1o be enhanced.

Watkins likewise commented on the inheremt conflict of interest of Fastow being the
managing partner of LIM, In fact, JeffMcMahon ("McMahon") told Jeff Skilling ("Skilling™) of five
options that were needed to fix the conflict in order for McMahon to stay on as Treasurer of Enron.
Three days later, without addressing the five points, Skilling offered McMahon a position in Enron
Nerworks, a new start-up business. She thinks it is highly unusual for a person o go from Treasurer
to the business head of 2 star-up business. She viewed this as coercion and intimidation.

Watking stated that she was upset by the situation she found in the Condor and Raptor
structures. She decided to leave the company and thought she would 1ell Skilling all that she had
found wrong on her last day of work. But Skilling announced his resignation and departed
immediately. Accordingly, she put her concemns in the anonymous letter in advance of the Enren
employee meeting to express her concems to Ken Lay.

Another aspect of the inherent conflictin interest, according 1o Watkins. was Fastow in effect
blackmailing banks 10 become investorsin LIM. She stated that she had friends/acquaintances who
worked for Chase, Bank of America and CreditSuisse First Boston who had told her as much during
cocktail conversations.

Watkins stated that she had studied the Waste Management accounting problems. Waste
Management had depreciated a landfill on 2 more aggressive schedule than was permitted by the
SEC. In that context — which did not seem so bad 10 her - Waste Management executives and board
of directors were removed; they were required to return bonuses and the company had to pay
tremendous fines. She viewed Enron's actions as being much more horrific.
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Watkins pointed out that Rick Buy's group, which was responsible for assuring the Rapior
entities were creditworthy. put together various information which was shared with her. Rick Buy
and his group did not get involved in accounting issues and fiom their standpoint. all they could do
was push on the creditworthiness issue. She views some of the matenials out of Rick Buy's group
10 be "smoking guns" if ever they fell into the hands of the wrong parties.

Watkins alse idemtified Enron's activities in Ententainment on Demand. a FASIZS
transaction, a 1otal return swap with a bank. as a transaction that will come back 10 haunt Enron.

On several occasions Watkins mentioned that she felt Ervon had no choice but to restate its
financia] simements and 1ake its lumps. Skilling's departure has brought additional anention to
Enron and its accounting practices, and she feels that the Condor and Raptor transactions will
become public knowledge . Watkins has no information, however, that there was any causal
relationship between these vehicles and Skilling's departure.

‘Watkins feels that efforts to enhance the Raptor vehicles again on Ken Lay's watch would
come back to haunt him. She is concerned about this because of her understanding of 2 $250 million
fix that will need to be made during the third quarter of 2001. Potential publiciry may come from
100-200 employees who have been "redeployed” from Enron. She believes there is 2 risk of these
employees providing information to joumnalists, analysts and authorities.

To reiterate her point that the Raptor ransaction does not look good. she expressed concern
about what a good plaintiff's lawyer could do with the facis of locking in of asset values at their
highest point, expert witness testimony that this value is unrealistic and no one would pay that much.
a loss of $700 million which no one has to pay and which Enron shareholders will have to absorb
through dilution of their shares. Watkins stated that if the Raptor ransactions are not arms length .
transactions, they have to be accounted for differently. She also points out that on a disclosure issue,
Wall Street Journal articles and others are already writing stories about Enron's unclear financials.

Watkins admitted that she had not seen the legal documents on the Raptor transaction. She
does not know how the deals were negotiated as 1o value for the AVICL Hanover and NewPower
assets, Her point, nevertheless, is that in hindsight. it looks bad.

On several oceasions, Watkins pointed out possible sources of carroboration for her concern
about Enron's accounting practices. She referenced an employee survey that was done in advance
of the senjor management retreat held September -7, 2001, which was summarized for Ken Lay's
benefit and use by Cindy Olsen. Watkins heard two Enron employees — Jeff Donaghey, a managing
director on the cultural comminee, and Tim Deuniring, also a managing director - state, in effect,
that questions regarding accounting issues were not reflected in that summary. Watkins did not
know how many people cormmented on accounting issues, but felt that a legal assistam could plow
through the surveys and make a determination. Watkins also identified people in Rick Buy's group
as being sufficiently removed and knowledgeable about the accounting problems. These included
Vinee Kaminski, Rudi Zipter and Ding Yuan,

~3.
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Insofar as the references in her anonymous letter to the unwinding in 2002-2003, Watkins
stated her understanding that Condor has debt coming due in 2003, or otherwise has a time period
by which Enron has to do something about that vehicle. Insofar as Raptor. she understands that the
derivative contracts must be sertled in 2002. Atthat point, something will have to be done to Envon's
accounting.

When asked if she had specific instances in the Condor vehicles that the accounting was
handled contrary 1o accounting rules or literature, Watkins' response was simply that the transaction
would not play well in court. Although the asset was purportedly sold by Enron to Condor, Enron's
business units are still managing the asset. Enron booked cash flow on the sale of the asset but is
still running it. $he acknowledged, however, that Condor was a cash flow and off-balance sheet 1oal,
and not an earnings management tool.

Watkins points out that the mere fact that Fastow has sold his interest in LM may help cure
the inherent conflict of interest, but it does not cure the problem of dealing with a “friend of Enron.”
Dealing with any friend of Enron raises two issues:

. No one will do transactions of this kind unless they know that payment will be made
by Enron stock or they will otherwise be made whole;

. The issue is not just valuation at the time; the ongoing value of assets placed in
Raptor is an important factor.

Watking' understanding of the first quarier of 2001 enhancement of Raptor with Enron stock
was that it was done so Raptor's credit would not be restricted. Something had to be done to avoid
credit write-downs. She thinks this looks bad from a possible "coverup” exposé, but she is not sure
how the enhancement was accomplished. She thinks it is one thing to have the Raptor ransactions
in the first place, but worse to enhance Raptor with Enron stock afier the Raptor asset value declines.
In the third quarter she understands $250 million credit deficiency will exist in Raptor. She thinks
there will be another effort to enhance Raptor but that Ken Lay will be making a mistake to do it.

The comments in Watkins' letter about executives selling Enron stock at high prices is not
related 1o her concerns about the Condor and Raptor structures. 1t is just another bad circumstance
that will not play well in court. She does not have any facts linking these stock sales to the
Condos/Raptor transactions.

Watkins does not necessarily know how LIM got its money out of the Raptor transactions,
In her letier, she referred 10 a cash fee but all she knows is that LIM has received distributions that
more than repaid its initial investment in the Raptor transactions.

The $250 million third quarter problem is known 1o her through casual conversations. She

has had 2 number of conversations with representatives of Enron Global Markets who have
innocently told her the information about Raptor and the $250 million problem.

-4-
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Watkins believes that AA has not been kept from information relating to the Condor/Raptor
transactions. She thinks that AA has let the wransactions go 100 far and that AA is as "guilny™” as
Enron. She also points out that Enron Is AA's largest customer world wide.

‘Watkins thinks that 1aking assets placed in Raptor at the highest market value was merely 2
coincidence; she has no indication that there was any backdating to achieve high market value for
these assets.

Watkins explained the evolution of the various papers she had made available 10 Ken Lay.
She initially wrote the anonymous letter, She then advised Cindy Olsen that she was the lener writer
and wished to speak to Ken Lay. She was provided a copy of Rick Causey's e-mail addressing one
of her concerns. She thinks that it is far too simplistic 10 respond that the contingent shares are
luded in the calculation of fully diluted earnings per share. She then wrote addinonal
explanations of her points, and finally made an cutline of topics she wished to discuss with Ken Lay.
The last item was prepared after her discussion with McMahon, who suggested she needed to be
organized and use her 30 minutes with Ken Lay wisely if the objective was get Jim Derrick to look
at the issue closer.

Questions about Enron's accounting practices are not limited to Condor and Raptor. Watkins
knows that Jeff Donaghey thinks that the sale of the MTE plant 1o EOTT on a mark to market basis
is questionable. He did not like the mark to market treatment.

Watkins stated she was trying to give Ken Lay the impression that she was not a voice in the
wilderness and that other employees were very concerned about this issue. She believes that a
review of the employee survey would support her position in this regard.

Watkins suggested that Cliff Baxter and Jeff Donaghey would be good additional people to '
1alk 10 regarding her criticism of accounting practices in the Condor/Raptor vehicles.

Insofar as determining how valuation was determined in the Raptor transactions, Watkins
idemtified Vince Kaminski as a good person to taik 10, She does notknow exactly how the valuation
matters were negotiated.

Watkins pointed out that it would also be useful to look at what happens in 2002 and 2003,

Enzon can't write off its Raptor investment because it would admit that it was not dealing with a real
entity in arm’s length transactions. She thinks Enron has to restate its financials and take its lumps.

L3 Joseph C. Dilg
Houston 6529501
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, 111

DATE: August 30, 2001

RE: Interview with Jordan H. Mintz, August 24, 2001

On Friday, August 24, 2001, Joe Dilg and the author interviewed Jordan H. Mintz ("Mintz"},
Vice President and General Counse! of Enron Global Finance ("EGF") to obtain background
information regarding the Raptor transactions and, more particularly, the entity known as "LIM."
Mintz has been General Counsel of EGF for approximately one year. In that capacity. his boss is
Andy Fastow ("Fastow"), Chairman of EGF and Chief Financial Officer of Enron Corp. ("Enron").
Mintz initally indicated that when he became General Counsel of EGF, he was concerned about
LJM, not because of any impropriety, but because of the ugly cosmetics. LIM created morale
problems among senior management within EGF because there was uncertainty as to the faimess of
the compensation of those participating in LIM.

According to Mintz, the impetus for LM was created by Enron's acquisition of Portland
General Electric ("PGE"). Because that acquisition would make Enron a utility, Enron was forced
to divest itselfof several "Qualifying Facilities" under certain federal regulatory statutes. The idea
was to find a "friend of Enron" which would get a return on its investment, which would look to
Enron to make it whole, and which would be easy for Enron to work with in the event Enron wanted
to reacquire the assets. The structure requires sufficient third party equity so that it will not be an
Enron affiliate for financial accounting purposes. Arthur Andersen & Co. ("AA")'s view was that
3% of the equity must come from the non-affiliated party. Enron also conferred with AA on the
issue of booking assets on a mark to market basis. According to Mintz, Enron was looking for a
structure in which to place mark to market assets and assure that any loss on those assets would be
deferred until their disposition.

According to Mintz, Fastow created a private investment company in which he acted as
manager of the general partner and various banks participated as limited partners. These banks were
the same as those who ordinarily did business with Enron. Fastow (or perhaps more properly LIM)
would eamn a management fee based on the total funds raised. For instance, if the funds raised
amounted to $200 million, LIM would eam 1% in fees regardless of any activities. Under the
structure, the limited partners would get the retum of their investment and a 30% return on their
investment. Within the initial LIM fund (which Mintz referred to as "LIM1," the full name of which
is LM Cayman, L.P.}, there were two deals. One was RhythmsNet and another was an interest in
Cuiba, a pipeline project in Argentina (Brazil?).
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There was later formed an LIM2 (LIM2 Co-Investment L.P.), which Mintz described as a
targer fund with limited partners possibly including Credit Suisse First Boston and CitiBanc. Mintz
indicated that the creation of these funds invoived private placement memoranda and disclosure
information, and he agreed to collect and provide a package of materials that would include these
itemns reflecting information provided to the limited parmers of LIM.

According to Mintz, after the formation of LIM2, the entity took on a life of ts own. From
Enron's standpoint, the transactions with LIM were funded with Erron shares of common stock that
had built up considerable market value. (Later in the interview, Mintz indicated that these shares
primarily came available with the di ling of JEDI into whick Enron had previously contribured
shares of its common stotk. At least some of this stock, once it became available from the
termination of the JEDI vehicle, was used 10 fund transactions with LIM.) According to Mintz, there
was lots of history of the Erron-LIM relationship reflected by Enron board of director resolutions
and presentations. Deal shoets were also developed that reflecied negotiations and approvals at
various stages by appropriate Enron and LM representatives.

At one point, Mintz indicated that the LM vehicle accomplished several things:

{1}  generate funds with which 1o purchase assets from Enron;
{2}  generate revenues to Enron;

(3)  move Enron assets off balance sheet; and

(4)  hedge assets (also characterized as a subset of (1) above).

LJM was a third party with whom Erron could close deals quickly and could work easily. Minz
believes that Jeff Skilling liked the vehicle for that reason and was glad 1o have it around without
regard of the personal profit 1o LIM and Fastow. To the extent this structure was criticized because
Enron shares of common stock were used as currency, those shares were always used in calculating.
Enron's earnings per share on a fully diluted basis {that is, Envon shares commitied to transactions
with LIM were included in the denominator in the calculation of Enron's eamings per share).

Mintz observed the awkwardness and disfunctionality that was brought about by the LIM
structure. Some employees of EGF also had roles with LIM. LIM was operated out of Enron's
office space, although it was separate space in a separate building. Employees working for LIM
received their salaries from Enron, but their bonuses were paid by LIM. Enron analysts and
associates were routinely rotated through LIM. Cenain Enron employees were likewise profiting
from LIM. For instance, on the RhythmsNet deal, Fastow implied that his personal profit was inthe
$10-15 million range. At some point, according to Mintz, Fastow carved out a piece of his interest
in LIM and conveyed it to Michael Koppers, also an Enron employee. Finally, effective July 31,
2001, Koppers left Enron and Fastow either sold all of his interest in LIM to Koppers. There were
only two transactions between Enron and LIM in the firsthalf of July, 2001, and the sale of Fastow's
interest to Koppers was structured so that Fastow would realize no income from LIM transactions
with Enron during 2001. Under the sale transaction as currently structured, LJM will lease office
space from Enron in Three Allen Center, but Koppers will retain an office in Enron's premises
through September, 2001,
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According 10 Mintz the relationship between Enron and LIM was reviewed by both the audit
committee and finance committee of Enron’s board of directors. The review is done on a transaction
by transaction basis and there was a discussion of (1) the deal. (2) the purposes. and (3) the benefits
to Enron. Mintz does not believe this review process deived into the profits received by Fastow (or
any other Enron employee) from LIM.

The deals between Enron and LIM, at the time they were entered into, were likewise signed
off by appropriate business personnel, including representatives from legal (Mintz himself). Risk
Management (Rick Buy), Enron Accounting (Rick Causey), among others. Although Mintz
attempted to secure Skilling's signature to sign off on these deals, he was not able to accomplish this.

According to Miniz, AA would also review deals 1o assure appropriate accounting treatment.
Primarily, AA was looking at the LIM side to make sure the deals had sufficient third party equity
in the party. Mintz indicated that the deals were negotiated and reviewed from the LIM side as well.
which used Kirkland & Ellis as its counsel and Coopers/Price Waterhouse as its accountants.

Mintz indicated that a third fund, LIM3, was in the works earlier this vear, but the project
did not go forward. Although Mintz did not so state, the scrapping of LJM3 was apparently done
about the time it was determined that Fastow should divest himself of all ownership interest in LJIM
entities.

Possible Follow Up Activities

During the course of the interview described above, Mintz indicated he would provide a
package of information relating to LIM which will include, at 2 minimum, private placement
memorandum issued by LIM to its investing limited partners. If the package does not contain
additional information, possible consideration should be given to requesting the following items for
further background review:

(1) "Resolutions and minutes of the board of directors of Enron Corp., and the audit
committee and finance committee thereof, with respect 1o transactions between
Enron and LIM (this has been provided);

) All written presentations to the Enron board of directors, audit commitiee or finance
committee regarding LIM or transactions between Enron and LIM (this has been

provided in part, but should be confirmed for completeness); and

(3)  All "deal sheets" showing the nature and approval of ransactions between Enron and
LM (this has not been provided).

c: Jeseph C. Dilg

Houston 639760, |
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MEMORANDUM
TO: Enron Corp. File
FROM: Max Hendrick, 1T
DATE: August 30, 2001
RE: Interview with Andrew S. Fastow, August 27, 2001

On Monday, August 27, 2001, Joe Dilg and the author interviewed Andy Fastow ("Fastow™"),
Chief Financial Officer of Enron Corp. ("Enron") and Chairman of Enron Global Finance ("EGF")
to obtain information relevant to an employee's inquiry regarding the propriety of the Raptor and
Condor/Whitewing structures.

Fastow expressed some irritation with the implication of the employee’s letter referring to the
Condor/Whitewing and Raptor structures, because all ransactions were reviewed with the Office
of the Chairman, This is also true of NightHawk, a predecessor to Condor/Whitewing. These were
all stock deals (i.¢., Enron stock was issued to support the transactions) which required approval of
the fuil board of directors. The full board of directors also approved any restructuring of these
transactions. In addition, Arthur Andersen & Co. {"AA™) reviewed every transaction under the
auspices of Rick Causey, Enron's Chief Accounting Officer. Standard procedure wasto revieweach
transaction from a technical basis, and AA's technical specialists (specialists in accounting rules)
were involved in this process. AA likewise reviewed legal documents utilized in each transaction
and commented to counsel. Vinson & Elkins ("V&E") also reviewed documents and made
comments. Moreover, the transactions were disclosed. V&E and AA worked diligently on the
necessary disclosure reports.

Fastow noted that the Condor/Whitewing and Raptor structures were similar in that they were
supported by the issuance of Enron stock, but that Raptor was different in that in each of the four
Raptor transactions, LIM provided the equity for the deal. Fastow recused himself from the Enron
part of the equation and represented LIM in those transactions.

The board of directors' approval was of the initial structure of the wehicles

(Condor/Whitewing and Raptor). The audit committee of the board of directors performed an annual
review of all LIM transactions, including the Raptor transactions.
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Fastow interpreted the employee's letter to have two primary implications:

[¢))] AA made a mistake when they determined that Enron could book eamings from
Raptor; and

) There was not full disclosure of the issuance of Enron stock to support these
ransactions.

In Fastow's view, the employee is simply "second guessing” AA's determination as to the first
implication and is factually wrong on the disclosure issue. Fastow believes that Enron's issuance of
shares to support these transactions has been fully disclosed in its public filings.

Fastow pointed out the primary difference between the Condor/Whitewing structure and the
Raptor vehicles is that no eamings are booked by Enron from the Condor/Whitewing vehicles.
These vehicles were intended to accomplish two things:

1) Move assets and related debt off Enron's balance sheet; and
(2)  Record funds flow when assets are sold by Enron to Whitewing.

Because Whitewing is an affiliate of Enron, Enron cannot book earnings from it. LIM is not an
affiliate of Enron; therefore, Enron can book earnings from the vehicles in which LJM provides the
equity.

Fastow speculates that the employee who wrote the letter would argue something as follows:

. contingent Enron stock associated with Whitewing vehicle was pledged to the Raptor
entities

. Enron entered into derivative transactions with Raptor running in Enron's favor

. because of the decline in value of the assets placed in the Raptor entities, Enron will

have 1o issue more stock to support these transactions, which would ultimately be
dilutive of the earnings per share of Enron stock.

In response, Fastow would argue that Enron had been able to avoid write-downs on its assets
because of its transaction with Raptor. Assets are sold to Raptor, Enron gets the benefit of
derivatives from Raptor, and Enron has the benefit of a buffer on its P&L statement. AA says that
this situation works perfectly under the accounting rules. Although the structure may be in a gray
area, it is fully approved by AA and is fully disclosed.

Fastow offered the following simplified example of how the Raptor vehicles work: LIM2,
as a non-Enron affiliated entity, would invest $30 million in a Raptor entity. Enron commirnted to
contribute stock (initially dedicated to Whitewing which had excess value) to Raptor in exchange

.2-
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for which Raptor would issue 2 promissory note payable to Enron. Enron also took back a special
limited partership interest in Raptor. Enron would then enter into a series of derivative transactions
with Raptor to hedge against a decline in value of the assets.

For example, Enron might invest in an IPO. Assuming the IPO had a market value of S160
million, Enron would then put the asset to Raptor for $100 million and enter into derivative hedging
transactions. If the asset declined in value, the value of the derivative would increase. This would
be a wash on Enron's balance sheet.

There are a number of merchant banking investments that could be placed in a Rapior vehicle
and a number of derivative transactions that could be made as hedges. An ongoing test was made
to assure Raptor's credit-worthiness to support these transactions. At some point in time, the
derivative transactions would have to settle.

Insofar as the equity in Rapior, there was a formula providing a return o LJIM. (Fastow
further stated that this formula was reviewed this board of directors. board commitiees and office
of the chairman). I cash was left over in Raptor afier settlement of the derivative transactions. LIM
would get it. Fastow thinks this was a unique structure which was developed not by himself, but by
Ben Gilsan, now Treasurer of Enron.

Assurning the value of all assets contributed to Raptor increased, the following scenario
would occur:

. Enron wrote up the value of those assets on its balance sheet

. Enron would sertle its derivative transaction by paying cash to Raptor

. Cash goes to LIM in payment of its fee pursuant to the formula

. Al excess cash flows back 10 Enron through its special limited partnership
interests

The "train wreck™ under this structure (according 1o the employee who wrote the Jetter) would
oeeur if all contingent stock had to be issued. Assuming that Enron would have to issue new stock
1o fulfill its obligation. it would dilute the eamings per share of Enron stock. The answer, according
10 Fastow, is that all contingent stock that might be needed to satisfy Enron’s obligations o Raptor
was inciuded in the ings per share jation ~ thus, no dilution will occur,

Fastow stated that, on the one hand, he applauded the employee who wrote the letter because
it takes fortitude to stand up and complain. even on an anonymous basis. He questions the
employee's motives, however, because the person is smart enough to know that the structure and all
transactions within the structure were reviewed by AA and found 10 be appropriate. [Fastow also
stated his belief that this employee is acting in conjunction with a person who wants his job.]

When LIM was first brought up as an entity to provide equity in Raptor (or similar

transactions), the primary issue discussed was the potential "Wall Street Journal risk” - i.e., the bad

..
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cosmetics being aired publicly. LIM1 was created in June of 1999. It was put together 1o form a
non-affiliated third party for Enron to enter into derivative transactions to hedge its investment in
RhythmsNet stock. The Enron stock contributed to make LIM a credit-worthy counter party came
from "UBS forwards" created several years earlier by Ed Segnor. Enron shares were issued to UBS
and Enron entered into a contract 1o repurchase those shares in the future at a specified price. The
shares held by UBS increased in value and after Enron repurchased them. the excess value was
pledged to the RhythmsNet transaction.

LJM! was capitalized by $1 million from Fasiow and $7.5 million each from two separate
banks. On its $20 million investment in RhythmsNet, Enron ultimately booked $400 million.

In returning to the "Wall Street Journal risk" that was discussed at the outsei, Fastow was
asked why the "friend of Enron” was not selected from some totally third party — a Goldman Sachs
or other investment banker. According to Fastow, the reasons were (a) complexity, (b) speed of
closing, and (c) confidentiality. By way of example, a bank typically wants to repackage and market
products in which it invests, which would jeopardize confidentiality. New deals also came up
quickly and banks could not move with the required speed.

The limited partners in LIM1 were two commercial/investment banks. The limited parmers
in LIM2 included banks, pension funds, insurance companies and high net worth individuals; a total
of thirty different investors, none with relations to Enron. The LJM limited partnerships were
marketed as unrestricted deals (i.e., not limited to Enron transactions). All materials, including
offering circulars, subscription agreements, etc. were reviewed by AA and V&E. AA made
comments to LJM partnership agreement to assure that it was not an affiliated entity. LIJM had its
own attorneys (Kirkland & Eliis) and other limited partners had counsel which reviewed and
commented on the LIM documents. The limited partners were also given extraordinary rights,
including the power to remove Fastow as manager of LJM without cause. An advisory committee
of limited partners was also established to review transactions.

LIMI had very little equity ($16 million) and was set up specifically for the RhythmsNet
deal. LIM1 actually did a second deal involving a portion of Enron's investment in the Cuiba Power
Plant project in Brazil which enabled Enron to book future earnings on natural gas supply contract.
Enron sold an $11 million dollar interest in the power plant, thereby dropping Enron's ownership to
below 50%. This made the plant a deconsolidated asset and would permit Enron to value the gas
supply contract on a mark to market basis. The future income under the gas contract could therefore
be booked as revenue.

LJM2 was much Jarger fund which was closed in early December, 1999, and raised $349
million in equity, 1% from Fastow and the remainder from limited partners. By the end of 1999,
seven different transactions occurred between Enron and LIM2. 'In total, LJM2 engaged in 24
transactions, three of which were non-Enron transactions, and four of which were Raptor structures.
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Fastow re-emphasized that the LIM vehicle was approved on several levels. First. LIM was
set up with knowledge of the board of directors, its commitiees, and the office of the chairman.
Second, on a transactional basis, Causey was designated to represent Enron. Causey negotiated and
approved all transactions. Audit committees of the board of directors were to review all transactions
with LIM on an annual basis, and have done so for rwo vears. Scont Sefion. General Counsel of
EGF, prepared Causey for the first review and Jordan Miniz, presently General Counsel of EGF.
prepped Causey for the second review.

Insofar as the separateness of LJM and Enron, Fastow indicated that this took many different
forms. Each employee of Enron who was also working for LIM was covered by a Services
Agreement pursuant to which, in effect, LJM reimbursed Enron for the cost of that employee
providing services 1o LIM. Michael Koppers, for instance, had his salary paid by Enron but his
bonus was paid by LIM. For another employee, Cathy Lynn, LIM reimbursed Enron for her entire
salary and bonus. LJM also had some employees who were not employed by Enron. The raticnale
for dual employees, according to Fastow, were two: (1) Enron employees could keep their benefits,
such as stock options, insurance and the like; and (2) dual employees would be knowledgeable about
Enron and work with Enron easily.

Fastow made several comments 1o indicate that the LIM-Enron relationship had adequate
oversight and safeguards. Christina Mordant was General Counsel of EGF at the time LIM1 was
formed and the RhythmsNet iransaction occurred. Scott Sefion was General Counsel of EGF who
prepared Causey for his first audit comminee review and was further present when LIM2 was
created and many of the transactions with LTM2 occurred. More recently, Jordan Minz has been
General Counsel of EGF for approximately a year and has participated in the oversight of
wansactions occurring during that time period as well as preparing Causey for his second
presentation 1o the audit committee. Rick Causey has been the primary Enron officer scrutinizing -
transactions with LIM from the Enron standpoint.

Fastow also pointed out that Enron had no obligation to enter into any transactions with LIM.
LM was set up this way so that there would be ne complaints that Enron was required to deal with
LIM on any of the four Raptor entities or other ions

According to Fastow, the Condor/Whitewing structures have third party investors, some
equity interests by Enron, but are subject to the special purpose accounting rules. These entities
began in 1997 with NightHawk and then progressed into Condar/Whitewing and Ospray.

Fastow viewed the LIM-Enron relationship as good for LIM and great for Enron. He pointed
out that LIM had, however, lost money on some of the transactions it had engaged in with Enron.

o Joseph C. Dilg
Houston 641341.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, 111

DATE: September 18, 2001

RE: Interview with Richard Causey, August 31, 2001

On Wednesday, August 31, 2001, Joe Dilg and the author interviewed Rick Causey
("Causey"), Executive Vice President and Chief Accounting Officer of Enron Corp. ("Enron™), to
obtain information relevant to an employee's inquiry regarding the propriety of the
Condor/Whitewing and Raptor structures.

Causey stated that he received the employee's anonymous letter from Jim Derrick. He made
a brief response 10 the letter by e-mail and later visited with Ken Lay on this subject. Causey then
launched into a narrative description of what he believed to be the relevant events. after which there
were follow-up questions in specific areas.

According to Causey, years ago a minority interest financing structure was deveioped called
NightHawk. Enron common stock was supplied to the structure. During that time period the stock
appreciated in value, adding value to the NightHawk structure. This structure eventually led to
Condor/Whitewing. The structure was carried forward. leveraging off the increased value in Enron
stock. This created a larger equity base, together with outside equity, but was still supported by
Enron stock. This structure permitted the management of off-balance sheet assets and cash flow.

Causey stated that the value of the Enron stock in the Whitewing structure kept going up.
This led to the idea of putting the excess stock value in a Raptor vehicle (of which there were four)
to take advantage of this equity. The structure was conceptualized by Ben Glisan. The structure was
10 use the equity shares — i.e., Enron shares in the Whitewing structure that would be used to support
the Raptor vehicles. The value in the Raptor vehicles was to cover losses on swaps.

The Enron stock then started dropping. Raptor may not have enough equity to pay its
derivative obligations to Enron. In the first quarter of 2001, contingent shares were issued and
Raptor gave back a note. Raptor is restricted from selling for a period of time so the shares were not
sold, but the full value of those contingent shares was considered in calculating Enron's earnings per
share. At the end of the day, this structure will do its job, but it may be in a more noisy fashion.
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Raptor was created to withstand volatility. It was not created to withstand declining asset
values of the magnitude that have been experienced.

Insofar as the impact of these ransactions on Ervon's earnings, the current wrget for eamings
per share include all contingent share commitments. By reason of recent securities law rules. there
is a maximum number of shares that can be delivered in these vehicles. These rules place practical
limits on the number of shares that can be delivered that would begin to have an impact if Enron
stock goes 10 $20 per share or below. Below this Jevel. the consequences of this structure would hit
Enron's income statement. Allthese consequences were known to Jeff Skilling and Ken Lay through
discussions of this structure.

According to Causey, the logical windup of the situation would be for Enronto deliver shares
to Raptor, Raptor to sell shares in the market, and cash 10 be paid to Enron in satisfaction of its
derivative contract. According to Causey, there is not much use in keeping the Raptor structures in
place. There are no more derivative trades that can be conducted with Raptor and those vehicles
have reached their limits.

Causey pointed out that Raptor-3 did not involve Enyon stock, It involved a hedge with
NewPower stock, The NewPower stock price dropped significantly. The receivable hita high point
because of the derivative transaction, but the collateral shrunk. This transaction was not supporied
at all by Enron stock; however, there is now cross-collateralization of all Raptor structures.

Causey explained the Raptor vehicles and Arthur Andersen L.L.P.'s ("TAA") role in approving
the structure. LIM is a general pariner in the Raptor vehicles; Envon is a special limited partner. AA
never provided writien approval as to the overall Raptor structure. Causey's approach is to include
AA early and consult ofien on all projects. AA gets all documents and they walk down the path with
Enron all the way. Ultimately, AA signs off with an audit opinion and reports to Enron's audit
comminee. The audit committee has definitely heard reports of hedging with Enron stock.

Causey states that AA has its own documentation of various Enron transactions. Dave
Duncan is aware of the anonymous inquiry and went back and looked at the issues and advised
Causey that he felt comfortable. AA used its Chicago-based technical group in passing on the Raptor
structures, This is all done internally at AA.

Enron also has its own accounting documentation. The anonymous inquiry has made Causey
more sensitive and he wants to look back at the documentation to see that it is in good shape.

Causey pointed out that an unforiunate error will require an adjusiment 1o the third quarter
statements. In the contingent fee/cross-collateralization wansaction that ocourred in the first quarter
of 2001, the note taken by Enron was booked as a note receivable (an asset) and not a charge against
equity. The note should have been booked as a charge apainst equity and this may have o be
corrected in the third quarter This 1o approxi ly $800 million, and together
with an expected $200 miltion in additional contingent share commitment that will be required in
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the third quarter, will amount to a $1 billion charge against equity. Causey characterizes this as a
simple mistake that now requires cormrection.

Causey discussed the structural challenge in the Raptor transactions that required outside
equity to be at risk. It was known that the Raptor structure would be used to hedge against volatile
assets. A "put" on the Enron stock was negotiated with Raptor. The hope was that a put would
result in equity being placed in Raptor. AA was well aware of this vehicle and the key issue was
whether the third party money was really at risk. The negotiation of the put with LJM was the key
factor in this structure.

There are other deals with LIM and business reps at Enron. These people would do the
negotiations, then Rick Buy and Causey would review the deal.

Causey points out that there was always a review process in the LJM transactions with Enron.
These transactions may not have been subject to independent evaluations, but he considered whether
other transactions were considered, looked at the faimess of the transaction and the propriety of the
accounting.

Generally, AA looked at any material dealing with LJM — AA needed to do so for purposes
of disclosure. The amount of time spent by AA on deals depended on their complexity. AA was
involved heavily in the Raptor transactions.

Deals would originate by the business unit looking for earnings opportunities and also
monetizing assets to hit their cash flow targets. The decision to involve LM on a deal was for speed
and efficiency — some consideration was given to non-affiliate counterparties, but speed and
efficiency normally sent the deal to LIM.

AA had the opportunity to look at and comment on LJM's structure ~ basically looking at the
outside equity in LJM. Causey did not know if AA participated in comments to the partnership
agreement, but it may have. AA said it was okay with the structure, but must have known that the
structure would be considered unusual.

Causey noted that there were some caveats to a full board of directors approval. The review
of the LJM transaction was done with the audit committee. Causey gave two such reports to the
audit committee, The finance committee also got involved; he gave them a report at a year-end
meeting. Causey identified the document entitled "Related Party Transactions — LJM 2000" as the
document used to make a presentation to the audit committee.

According to Causey, Ken Lay and Jeff Skilling would normally be in the finance committee
meetings because this was one of the company's most sub ive busi meetings. Lay and
Skilling were possibly there when LJM transactions were reported. There are five
meetings/presentations a year with the committee, and perhaps some special meetings.
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The audit comumittee meeting involved a discussion of the structure of transactions with LIM
and they were given a general status of the LJM activities.

Causey explained that the finance committee has approval authority at certain levels of
expenditures — capital projects primarily, but not so much interested in the divestment of assets.

Dave Duncan was AA's engagement partner of the Enron account and works pnmarily with
Causey. Depending on the deal and subject matter involved, specific AA partners would be assigned
to work with the Enron business unit. If issues ever arose from that work, Causey and Duncan
conferred to resoive them.

Causey commented that the Raptor presented a vehicle that permitted the booking of
significant revenues. Some new accounting/securities rules came out after Raptor was formed which
now diminish the value of the vehicle. The Raptor vehicies were used to hedge a group of volatile
investments. Raptor | was the start. Raptor 2 and 4 were started because the Raptor ! vehicle was
not large enough. Raptor 3 was a special purpose vehicle in which the NewPower stock was used.

Causey stated that Whitewing is not a "revenue-generating vehicle." it was a structure for
placing assets off balance sheet and generating cash flow.

In Whitewing, Enron stock in the vehicle is significant because they are share settleable
derivatives. There will be some contingent obligation to deliver shares to satisfy these debts.

‘The contingent share commitment graph contained in the investor relations booklet reflects
a dilution from the Whitewing and Raptor transactions, but it does not discuss those vehicles
specifically.

The impact or: a $20 per share price for Enron stock would cause losses to occur in income.
Above the $20 floor, there is sufficient value in the vehicle.

Causey states that there were not many questions on these vehicles by equity analysts until
the stock price fell precipitously; now, the news media has focused on the entities, but it is old news
1o the equity analysts. Causey states that there have been discussions about various risks involved
in these vehicles. AA included these risks in its audit issues. Causey has discussed these risks with
Skilling and Lay. Causey questions whether someone else might take a different view of these
structures? Possibly, and that risk has long been known.

Causey commented that the anonymous employee who wrote the letter is correct that a

decline in stock will require more shares to be delivered. These shares, however, are already being
considered in calculating fully diluted earnings per share. '

VEL 00019



176

CONFIBENT AL

A

Causey identified Bob Butts, a senior accountant in Enron, and Rodney Feldun as additional
Enron employees who might be knowledgeable about accounting and possibly valuation issues now
under discussion.

According to Causey, there will be no hit to income as contemplated in the wind down of the

Raptor scenario set forth in the letter from the anonymous employee. The impact would be on the
capital portion of Enron's balance sheet (i.e., a decline in equity).

c Joseph C. Dilg
Houston 657378.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, III

DATE: September 14, 2001

RE: Interview with Rick Buy, September 5, 2001

On Wednesday, September 35,2001, Joe Dilg and the author interviewed Rick Buy ("Buy").
Executive Vice President and Chief Risk Officer of Enron Corp. ("Enron"), to obtain information
relevant to an employee's inquiry regarding the propriety of the Condor/Whitewing and Raptor
structures.

Before joining Enron in 1994, Buy had ten years experience with Bankers Trust Company
in the derivative finance area focused on the energy industry. He has held his current position for
3-4 years and is responsible for the Risk Assessment & Control Group ("RAC") which functions
similar to a bank credit committee. This group reviews proposed transactions by Enron and affiliates
for the soundness of assumptions, the reality of projections, and identification of underwriting risks.
As a result of this analysis, his group will either recommend that a transaction be approved or not
be approved.

Typically, Buy's group did not review the structured financing vehicles like
Condor/Whitewing ~ those transactions are largely a repackaging of assets aiready in Enson. on
which no new risks are being taken.

Buy gave examples of the normal type of transaction that his group would assess:

. the purchase of a pulp and paper company in Canada;
. acquisition of an oil and gas exploration company in West Texas; and
. various derivative transactions.

In assessing transactions of this type, the group would function much like a credit committee
of a bank in that it would:
. . identify the risks;
. assess the financing required and the ability for repayment; and
. assess profit potential.
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This would include a review of the financials to determine what the deal would look like based on
various projections. This process would be documented in a Deal Approval Sheet ("DASH") which
would present 2 summary of the transaction, its basic parameters, and the approval of a financial
analyst and various supervisors. Andy Fastow's group would also look at and approve these
transactions from the securitization standpoint.

In Enron's business, there arose a need for outside equity which led to the formation of LIM.
Buy had 1o involvement in the structure of LJM but was involved in the governance issues and deals
in which LJM was an investor. There had 10 be a process whereby deals with LJM would be assured
to be in the best interest of Enron. This process was established from the outset of the Enron-LIM
relationship.

Transaction approval for normal deals is detailed and specific. Andy Fastow is normally in
the approval chain for those deals. Because of his ownership of LJM, Fastow had a conflict of
interest in transactions in which LJM participated with Enron. The process therefore required that
Buy and Causey sign off on all LM deals. This process was in place from the outset and was
presented to and approved by Enron's board of directors.

Buy regularly attends finance committee meetings of the board of directors and. in his view,
there was lots of information presented about LIM and the finance commirtee signed off on LJM and
the procedure that would be foliowed for the approval of deals done with LIM. This procedure was
derived through discussions among Jeff Skilling, Fastow, Causey and himself (Rick Buy), and then
submitted to the finance committee of the board.

Buy described a hypothetical non-Raptor transaction with LIM. A business group would
originate the deal, LM would buy an equity sliver, provide debt financing or the like, and approval
would be sought. The review process by Buy's group would not be as rigorous as a normal
transaction because the numbers and economics had already been run; this was just LJM taking a
piece of the deal. Dave Gorde in the underwriting group would normally review transactions and
the underlying detail and would pass on his recommendation to Buy.

According 1o Buy, Causey would also review the proposed transaction for a "smell test" of
the commercial terms and would review the accounting.

Buy commented that the structure was beneficial 10 Fastow financially, but also beneficial
to Enron and Causey to permit the generation of revenues to meet targets at the end of calendar
quarters. It was a good vehicle but it needed to be managed carefully.

The deals done with LIM were relatively small - LJM would 1ake a piece of a larger deal
done by Enron. Speed of doing the deal with LJM was a key factor; the people knew the deal, the
structure, and flexibility was very high. The approval process was not as tight on these deals as in
the normal transaction approval process. There was not as great a concern with these deals because
all knew it was highly structured.
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Fastow’s group would prepare the Enron Investment Summary form. It would be provided
to Buy's group and the Deal Approval Sheet (DASH) would be prepared and executed.

The Raptor vehicles in which LM panicipated were different because they invoived
derivative transactions. The credit capacity of the Raptor vehicles changed with the value of Enron
stock and the value of the assets in the vehicle. Enron had contributed stock 10 some prior structured
transaction; the stock appreciated in value and there was no good way for Enron to use this increased
value in the prior vehicle. Accordingly, Enron shares were contributed to Raptor and Raptor could
use the shares as its equity base. This vehicle could be used to hedge Enron's merchant banking
assets. At this time, asset values were bouncing around like crazy. RhythmsNet was cited by Buy ~
as an example.

According to Buy, Raptor provided a means to lock up an asset at a certain level. If the asset
declined in value, it would eat up Enron equity, not Enron eamings. The problems with the vehicle
arose when Buy's group conducted its check on the counter-party's credit worthiness. The equity
base in the Raptor vehicles deteriorated to the point where the equity was negative. This posed a
problem and Buy picked up the phone and called Skilling to discuss what to do about the structure
so that Raptor would be a credit worthy counter-party. Skilling's solution was to wait for a while.
Finally the situation got worse and in the third quarter of 2000, supplemental shares of Enron stock
were dedicated that would assure credit worthiness of the Raptor vehicles, at least so long as Erron
stock was traded above $20 per share.

Buy stated that his group received daily staiements that would show the value of assets in the
Raptor vehicles so that its credit worthiness could be traced. The $20 per share may be slightly
tenuous if the asset value placed in the Raptor entities has declined. For instance, NewPower stock
has gone down drastically, and some fix may need to be made in the Raptor entity which holds the
NewPower stock.

The fix that was done in the second/third quarter of 2000 was the contingent share
commitment/cross-collateralization among all Raptor vehicles. [This actually occwred in the first
quarter of 2001.]

Buy stated that he (his group) did not spend a lot of time on valuing the Raptor assets. They
mostly look at spreadsheets. He views the legal and accounting issues to be more significant than
the valuation issue. He views the accounting as aggressive, but that is not his role. The accounting
ramifications are under the control of Causey and AA.

Buy is not familiar with the unwind procedures for Raptor. He guesses that Raptor will be
shored up with additional Enron stock. The Raptor vehicles need to be capitalized sufficiently to

cover the credit exposure from the derivative contracts which fluctuate over time.

Buy stated he was not concerned about the Raptor structure -- he thinks it is a clever structure
to put to work the excess value of Enron stock (held in a prior vehicle) and to minimize the volatility

-3-
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of the merchant bank assets conveyed 1o Raptor. He thinks Enron's accounting is aggressive. but not
over the line.

Buy believes that valuation is a key factor, but not just today's valuation. It was not necessary
for Raptor to be unwound, and those vehicles can be kept as long as they are credit worthy.

Buy commented that had Enron stock stayed high and the value of assets placed in Raptor
not fallen sharply, there would be excess capacity in the Raptor vehicles. But these scenarios simply
did not happen.

Buy sees no eminent "train wreck” arising from the Raptor vehicles, but he needs to check
on the present value of NewPower stock. If the value of NewPower stock — held in one Raptor
vehicle — becomes low enough, and the Enron stock has declined as well, that Raptor vehicle may
be in an uncreditworthy position.

Buy concluded the interview by stating he will be available to address any follow up
questions we might have.

c: Joseph C. Dilg

Houston 649549.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, 111

DATE: September 7, 2001

RE: Interview with Mark E. Koenig and Paula H. Rieker, August 29, 2001

On Wednesday, August 29, 2001, Joe Dilg and the author interviewed Mark E. Koenig
("Koenig"), Executive Vice President Investor Relations, and Paula H. Rieker ("Rieker"), Managing
Director of Investor Relations, to obtain information relevant to an employee's inquiry regarding the
propriety of the Raptor and Condor/Whitewing structures. Also present during the interview was
Rex Rogers, Assistant General Counsel of Enron Corp.

At the outset, Koenig and Rieker questioned the use of Condor and Raptor terms. They
pointed out that those were simply internal code names within the Enron business groups, and the
disclosures to investors were made with respect to Whitewing and LJM. Koenig likewise stated he
was aware of the employee's anonymous letter but questioned why Investor Relations was being
included in an investigation of the substance of that letter. It was explained that investors' perception
of the Condor/Whitewing and Raptor structures may be useful to the investigation.

Koenig and Riekerrecalled that investor questions first came to their attention after the initial
disclosures in 1999 in the 10-Q that an Enron senjor officer was the managing parmer of LJM1, an
entity with which Enron co-invested. The proxy materials for 2000 (covering the period through
year-end 1999) disclosed that Andy Fastow ("Fastow"), Enron's Chief Financial Officer, was the
Enron senior officer who was the managing partner of LIM. They indicated that several investors
have spoken directly to Fastow for clarification.

Rieker indicated that there were earlier questions about the Whitewing structure. Whitewing
is a securitization issue, but people thought it was a revenue management tool. According to Rieker,
much of this confusion was caused by the hedge funds which were always attacking Enron.

Koenig and Rieker indicated they began getting inquiries about Whitewing when Enron's
stock price went down. The investor/analyst's questions about Whitewing were directed at
unfamiliar terms such as derivatives and required further explanation. Koenig responded that Ken
Lay's comments about making Enron's financial reports more reader-friendly related to the
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management discussion and analysis portion of the financial statements. and not the related party
disclosures.

Koenig and Rieker indicated that investor/analysts’ inquiries over the past six months have
turned largely to cash flow, not related party transactions.

In connection with Enron's second quarter results and the second quarier 10-Q. presentations
were made regarding the dilutive effect of Enron's contingent share commitment. Because of this
contingent share commitment, there was some dilutive effect in the second quaner of 2001. No
questions were recalled about the potential dilutive effect that may occur in the third quarter of 2001.
Investors are largely concerned about whether a company achieves its earnings per share target.

Koenig and Rieker recalled no specific questions from investors/analysts on the portion of
the 2001 proxy statement that addresses four structured entities in which LJM2 participated. Rieker
points out that those are probably the Raptor vehicles which are referred 1o as "Entities” in the
financial statements accompanying the various 10-Q reports. The only real noise that
investors/analysts raised about LIM is the association of Andy Fastow as the managing partner in
LIM.

Although neither Koenig nor Rieker are familiar with the details of the investments with
LJM, Koenig was present in a finance committee meeting that reviewed the transactions in detail on
a transaction by transaction basis.

According to Koenig and Rieker, investors want simplicity; because Enron's related party
transactions are complex and not easily understood, they necessarily raise additional questions.
However, they point out that this is not the only complexity inherent in Enron’s business, and if there
were no related party transactions, they would still have full employment explaining other
complexities of Enron's business.

Koenig and Rieker reiterated that the contingent equity obligation is present; it is disclosed;
and it is figured into Enron's eamings per share. Rieker referenced the 2001 second quarter analysts'
conference where there was a presentation on the dilutive share number increasing from 860 million
to 900 million during the preceding twelve months. Any dilutive effect of Enron's share
commitment should be so small as to be immaterial, and, in any event, it already is included in the
equation of Enron's eamings per share target.

Rieker stated that she believed investors understood that the value of the merchant
investment portfolio within Enron (as well as every other merchant investment porifolio) has
declined. This may have ramifications down the road, but investors/analysts' inquiries do not delve
into this specifically. -

At the close of the interview, Rieker supplied the presentation referenced earlier for the
second quarter 2001, which was also posted on the Enron web site for a number of weeks. That
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presentation included a page entitled "Contingent Equity Commitments” which analvzed the
components impacting share count of Enron stock 2001 versus 2000. The chart shows a dilution of
Enron stock by an additional net 29 million shares issued and outstanding in the second quarter of
2001 over and above those existing in the second quarter of 2000. She indicated this was the
dilution attributable to the contingent equity commitments to the Raptor and Whitewing vehicles.

c: Joseph C. Dilg

Houston 644504.1
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MEMORANDUM
TO: Enron Corp. File
FROM: Max Hendrick, 111
DATE: September 7, 2001
RE: Interview with Greg Whalley, August 31. 2001

On Friday, August 31, 2001, Joe Dilg and the author interviewed by telephone Greg Whalley
("Whalley™), President and Chief Operating Officer of Enron Corp. 10 obtain information relevant
1o an employee's inquiry regarding the propriety of the Rapior and Condor/Whitewing structures.
‘Whalley was in London and was not available for a personal interview,

Whalley stated that he had not seen the employee's anonymous letter, although he had heard
about it and it took him some time 10 realize that he knew the author. He further indicated that he
knew the author as Sharon Smith (apparently she does not go by the same name today). He does not
know, however, why he was named as a person who might share the concerns siated in the letter.

In January or February of 2001, when Enron Wholesale was being put together, he asked a
number of questions about the Raptor vehicle. Apparently, this came up when Enron North America
employees suggested that he consider possible transactions with Raptor. Whalley sat down with
Rick Causey, Chief Accounting Officer, and Ben Giisan, Treasurer, and got the basics of how the
vehicle worked and how it was being managed. Once he got comforable with how the situation was
being managed and that Causey and Glisan had 2 handle on it, he backed off.

Whalley stated that he did not like the Raptor vehicle because of the short-sighted view of
value that it fostered. That is, in negotiating a transaction with a third party, one's view of the value
of that transaction may be affected because there is always the opportunity to turn around and place
the asset in a Raptor-like vehicle and, while recognizing shont term value, avoid the long 1erm
consequences of the initial trade.

The conflict of interest in dealing with LIM was disclosed and was apparent both within the
Enron organization and 1o outside investors.

At various poinis during the conversation, Whalley questioned why an investigation was
being conducted, that it seemed 1o be an issue of fact, and that it all hinges on whether the accounting
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structure used in Raptor was appropriate. If it was appropriate, there is no issue, but if it was not
appropriate, there is an issue.

Whalley was likewise aware of the possible dilutive effect on Enron's earnings per share in
the future if assets placed in the Raptor vehicles declined significantly in value. It was his
impression in discussions with Causey and Glisan that there are several options 10 deal with this
problem. He would not share the view of the author of the anonymous letter that these declines in
value would lead to major problems in 2002 and 2003. He suggesied that Causey and Glisan wouid
be the logical persons to talk with about those options.

[ Joseph C. Dilg

Houston 644987.1
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MEMORANDUM

TO: Enron Corp. File

FROM: Max Hendrick, III

DATE: September 14, 2001

RE: Interview with David Duncan and Debra Cash, September 3, 2001

On Wednesday, September 3, 2001, Joe Dilg and the author interviewed David Duncan
("Duncan”) and Debra Cash ("Cash"), both partners with Arthur Andersen L.L.C. ("AA") to obtain
information relevant to an Enron employee's inquiry regarding the propriety of the
Condor/Whitewing and Raptor structures. The accounting issues involved in these structures are
very complex, and any technical aspects of accounting treatment discussed below should be
confirmed for accuracy before being relied upon.

Duncan commenced the interview by stating that he had become aware of an Enron employee
who had raised accounting issues regarding the Condor/Whitewing and Raptor structures. Upon
internal AA advice, he then contacted Jim Derrick and was placed in touch with Rex Rogers to
determine the nature of the inquiries raised by the employee. Duncan and Cash apparently knew the
identity of the employee, although they did not reveal it. They further stated that the employee called
one of their AA partners who was not assigned to the Enron account and attempted to discuss certain
issues with him. That partner contacted Duncan and/or Cash and advised them of the inquiry.
Duncan stated that his primary interest was to determine whether any new information had been
brought forth by the employee's inquiry.

Duncan first addressed the Condor inquiry. Step 1 is to understand that Condor is a non-
consolidated entity. In order to determine that, one looks to control. Condor is under shared control.
The party who shares control with Enron has the ability to vote its interest as it sees fit, and also has
the right to remove Enron from management. Once all factors are considered, inciuding consultation
with AA's technical people and practice staff, it was concluded that Condor qualified as an
unconsolidated entity.

Once it is determined that Condor is an unconsolidated entity, the next inquiry is what
happens upon a sale of assets 10 Condor. The first sub-question under this heading is: Is there a
sale? The answer depends on what has been sold. Ifitis a financial instrument there is one set of
accounting rules and, if it is a hard asset, there is another set of rules. AA reviewed each transaction
on a case-by-case basis to determine from the type of asset whether there was a sale and whether
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there was a gain or loss upon the sale. No gains are realized from sales to an affiliated party such
as Condor. If it is determined that a sale has occurred, the asset is moved from the seller's balance
sheet to Condor's balance sheet. In accounting for cash flow, there are 3 possible categories:

. operations
. investments
. financing.

Placing revenues into one or the other of the above categories was a key decision. Duncan recalls
that the vast majority of sales fell into the operating category. The issue in making that
determination is the intent 1oward the asset at the time of its acquisition. Duncan stated that a
textbook example is a large tract of real estate. Ifinitially purchased to hold as an investment and
later sold, the revenue would fall under the investment category. If purchased by a real estate
developer to subdivide, develop and sell off the lots, the subsequent sales would be placed in the
operating category. In Enron's case, the distinction was largely whether the asset was purchased as
a merchant bank asset or a strategic asset. The sale of a merchant bank asset would generate
operating cash flow.

AA has confirmed the transactions that have been conducted with Condor. AA audits
Condor and has completed its year 2000 audit - i.e., all transactions for 1999. The net impact of
those transactions to Enron are set forth in a footnote to the financial statements in its annual report.
Possible criticism of that footnote is that related parties and non-cash transactions are lumped
together and not separated individually. Thus, it is difficult to tell which portion of those revenues
relates directly to the Condor transactions.

A question arises whether an asset is a merchant investment or a merchant asset. Merchant
investments are marked to fair market value; merchant assets are not. To be investments, they have
to be in an investment company. Enron sometimes desires to move items from an asset to an
investment category but once their character is declared, it is difficult to do so.

The inquiry of supporting Condor with Enron stock goes back to the initial capitalization
with Enron stock. That stock increased in value while it was equity in Condor.

There is literature on (a) special purpose entities and (b) joint ventures. The former is subject
1o a strict set of rules, while the latter is very subjective. AA believes that Condor falls into the lanter
category because it is structured. Duncan also believes that the entity would comply with the
emerging taskforce principles applicable 1o special purpose entities.

Duncan commented that the beauty of Condor was the fact that Enron's stock price went up
after it was committed to the Condor vehicle. That gave Condor more capacity. Enron may have
to do credit checks of Condor-owed obligations to Enron, but he does not think that has been a
problem.
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Duncan explained that Enron soid a "put” on Enron stock to Condor. The "put” is share
settleable. Where there is debt 10 another that is supported by the debtor's stock, there is specific
guidance in the accounting rules. If the instrument is cash sentleable, it moves through income: if
it is share sertieable, it moves through equity. These shares are also included in the calculation of
earnings per share. According to Duncan, this activity is disclesed in footnote 11 10 Enron's Annual
Report for Year 2000.

Turning 1o a discussion of the Raptor vehicles, Duncan commented that there was some
analogy to Condor in that the Raptor vehicles are also supported by Enron stock. Enron approached
AA about using a third party investor — i.e.. LM — to be organized/managed by a senior officer of
Enron. Duncan saw technical issues and corporate governance issues and wanted 10 make sure that
approval for the transaction was obtained from the highest levels. As to a technical aspect, Raptor
vehicles are one step removed from Condor - instead of an affiliate transaction, LYM would be a
third party which would place equity in Raptor. To qualify, the LIM entity had to have unique
control features not normally found in the pannerships. The limited partners had to have
participatory involvement and the power to remove the Enron senior officer as manager without -
cause.

In determining whether investment in Raptor was made with third party equity. the
contribution of Enron's senior officer to LIM had to be excluded. Further, none of the money
contributed by the third parties could be borrowed. AA tested to assure that third party equity was
inthe transaction. AA viewed the Raptor entities as single purpose entities that had to be capitalized
in accordance with specific SPF rules.

The Raptor vehicles were structured to achieve hedges against assets that had gone up in
value. This was accomplished by a sale or pledge of the asset to the Raptor vehicle, and Enron |
getting a note back. Outside equity in the Raptor vehicle had to be three percent (3%). The Raptor
vehicle needed to bave credit capacity in its equity. Equity was supplied to the Raptor entity by a
transaction whereby Enron would sell it stock. When the stock appreciated in value, the increase
would increase Raptor's credit worthiness. The key feature was that Enron could settle in cash. The
ultimate settlement of the derivative would give Enron cash, not shares - therefore. it would come
into Enron as income.

Enron sold the Raptor entity shares with restrictions. In order to value the shares, a faimess
opinion was obtained from Price-Waterhouse on the first Raptor-like transaction, and the basic
format was used by analogy in subsequent transactions. It was concluded that the impairment test
should lead to full marke: value being assigned to the Enron shares. This gave the Raptor vehicles
capacity 1o do transactions with Enron. Had Enron stock gone up in value, it would have provided
credit coverage for any decrease in the asset value. As time passed, the Raptor entity may elect to
hedge its exposure. It purchased a derivative 1o hedge on the stock. This was a share sentieable
hedge. The impsct was on equity, not income. When settleable, the payment by Enron in stock
would not affect the income statement.
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A number of scenarios can be envisioned depending on whether the stock and assets go up
or down in vaiue. If both stock and assets go up, the Raptor entity can sentle with Enron and Enron
can show income. 1f the stock goes up but assets go down. the entity can still settle and Enron will
show income. If both stock and assets go down, Enron can settle with the impact being in its equity.
not income position.

Duncan states that all of this is disclosed: nothing is left out that needed to be included in
AA's audit opinion.

The key feature in Raptor transactions is the hedging activity. The man on the street may
ook at the share sestleable hedge and question how it will work,

During the interview, Duncan raised the question of whether it would be appropriate for AA
to visit with the Enron employee who made the inquiries. The point was made that the emplovee's
inquiries might better be satisfied if she sat down with AA and received an explanation. From AA's
standpoint, it simply wants to assure that there are no new facts raised by the employee.

Duncan explained that when the Raptor vehicles were originated, Enron sold a put that could
be exercised by Raptor. After 60-90 days passed, and Enron stock had appreciated, the put would
be settled by cash payment to the Raptor entity. Upon settlement, Raptor would distribute money
10 its equity investors. Once the distribution was made, the investors had amounts returned equal
10 their investment plus profit. Yet, technically, their investment had been properly made. The
question is whether there is a valid business reason for the "put” transaction and AA relies on Enron’s
represeniation that a good business reason exists. Although this accounting treatment may look
facially questionable, it satisfies the technical requirements.

Procedurally, AA reporis to Enron’s credit committee five times a year. The Condor and
Raptor transactions have been discussed with them. The detail is not high, but information is
available. There are nota lot of questions by the audit comminee. A list of iransactions entered into
since the last meeting is generally discussed and approval is received for those transactions.

The audit committee is presented with a booklet of information for its review before or at
each meeting. The bookiet of the audit and compliance comminee meeting held February 12,2001,
was examined 25 a sample. The booklet in similar form is presented for each meeting.

According to Duncan, Enron has never failed 10 follow AA's recommendation on technical
and accounting matters. AA does not audit LIM, but had discussions with Fastow about whether
they should or wanted 10 audit LIM.

AA pointed out the need for better documentation and analysis of transactions involving
LIM. Atsome point in time, Enron adopted a Deal Approval checklist for these transactions.
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Duncan, Cash and two other AA partners are full time on the Enron account. They have lots
of discussions about lots of issues with Enron. AA has discussions internally on Enren issues. both
from the practical standpoint and from a technical side. The structured transaction such as Condor
and Raptor issues are discussed thoroughly with these internal groups.

e Joseph C. Dilg
Houston 651256.1
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MEMORANDUM
TO: Enron general file (re: Accounting Issues)
FROM: Max Hendrick, HI
DATE: October 22, 2001
RE: Telephone Interview with Jeffrey McMahon on October 18, 2001

On October 18, 2001, Joe Dilg and the author interviewed Jeffrey McMahon("McMahon")by
telephone. McMahon had previously been interviewed in connection with the investigation into the
allegations contained in an anonymous letter and supplemental materials authored by Sherron
Watkins. The supplemental interview was occasioned because of information relayed by Steve Kean
{"Kean"} 1o the effect that McMahon had made several statements regarding the LIM transactions
that d inconst with 1ts he had previously made in his interview. The focus of the
supplemental telephone interview was to clarify those points on which there was potential
inconsistency.

Leaving the Office of Treasurer under Duress

McMahon initially stated that his comments to Kean were made immediately after learning
Enron had been sued in a derivative lawsuit regarding the LJM transactions. He wanted Kean to
know that there were certain areas of concermn that would, no doubt, come under scrutiny as a result
of the lawsuit or further legal or SEC inquiry.

By way of history, McMahon stated that he had approached Andy Fastow ("Fastow") many
times about how the LIM issue was being treated. Fastow was wearing two hats but still in charge
of and superior to people negotiating for Enron. Employees subordinate to Fastow were charged
with responsibility for working on LIM matters; Enron and LJM were operating out of the same
space. Reference to Fastow's ownership in LTM was used as a subtle stick in negotiations against
Enron. All of these factors (previously discussed in the initial interview) contributed to McMahon's
view that there was & conflict of interest.

Fastow never addressed these problems, whereupon McMahon felt compelled to discuss the
issues with Jeffrey Skilling ("Skilling™), Enron's then President and Chief Operations Officer.
McMahon advised Skilling that there were major conflicts of interest, but that those conflicts could
be resolved. The people involved in the LIM conflicts were not responding well, and it was a
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stressful situation. McMahon did not present an ultimatum to Skilling (he volunteered that
presenting ultimatums was not the way one could deal successfully with Skilling). He simply
presented the fact that he could not compromise his position in light of the existing conflict of
interest. Either some changes had to be made to resolve the conflict of interest or Skilling needed
10 find McMahon a new position. Several weeks later Skilling encouraged McMahon 10 take the job
with Enron Networks, but Skilling did not link this 1o the conflict of interest with LIM.

McMahon believes that there are lots of people who know about his position and complaints
about the conflict of interest. There may be a general perception that McMahon was "“forced out”
of the Treasurer's position as a resuit of this, and McMahon thought that Kean should be aware of
this potential problem.

Pressure on Enron's Bankers to Invest in LIM

McMahon believes that a lot of the adverse publicity may be coming from bankers who
believe they were pressured to invest in LIM. Several bankers came to McMahon and inquired
whether an investment in LJM gets them an inside position for Enron business. McMahon
consistently responded, "Not as far as I'm concerned.” At later points in time, at least two bankers
came to McMahon and said that they were promised business in turn for their investment in LIM.

McMahon recounted that First Union Bank's Paul Riddle called and complained about not
getting a bond deal. He stated that he was promised the next bond deal for investing in LIM.
McMahon's response was to the effect, "Not by me, you're talking to the wrong guy.”

Merril] Lynch (no name given) commented, not by way of sour grapes, but simply as fact that
it was felt linkage existed between investment in LYM and Enron business.

Deutsche Bank did not invest in LIM, but thought there was a linkage and felt it was
improper.

Chase Bank felt there was a Jinkage between an investment in LJM and Enron business.

McMahon made clear that he had no first-hand knowledge — he was not present when any
pressure was put on a bank to invest in LIM. He is concerned, however, how other Enron officers
may have to testify on this subject. McMahon identified the following Enron employees as having
had discussions with banks and who can comment more directly on the possibility of pressure being

put on them to invest in LIM: Ben Glisan, Tim Despain, Brown, Ray Bowen and Kelly
Boots.

After he left the Treasurer position, McMahon never saw anything fishy about the way bank
business was given out, but he was totally out of the loop. While he was Treasurer, he never saw

anything about giving business to banks that he thought was improper or he would have "pulled the
1ed chain.”
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Buv-out of Michael Koppers' Equinv in JEDI- 1

McMahon recounted that when Calpers was bought out as an equity owner in JEDI-].
Michael Koppers ("Koppers™), an Enron employee who worked for Fastow. was used as a
replacement equity owner. The JEDI-1 structure was administrative burdensome and McMahon
thought the equity (then owned by Koppers) should be bought out. He understood that Koppers had
invested approximately $100,000 a year before. He discussed the possible buy-out with Fastow and
felt Koppers could easily be bought out at a modest profit. Fastow said that he would handie the
negotiations with Koppers.

There was actually a formuta built into the JEDI investment whereby Enron could effect the
buy-out. Going by the formula, Koppers would be entitled to approximately $22 million. McMahon
felt like Koppers should not even get $1 million. As McMahon understands it, Koppers was 1o get
$10-12 million as a result of the final negotiations. McMahon's discussions with Fastow on this
subject were in January-February of 2000, shortly before he left as Treasurer. He thinks the deal did
not close until early 2001.

McMahon's concern about this buy-out of Koppers in JEDI-1 was based on rumors that
Koppers used the money from JEDI-1 to buy out Fastow's position in LJM. Many people assume
that this was the case, but McMahon again has no personal knowledge. He thinks the same financial
executives named above plus Kevin Howard would either have knowledge or a view of this
situation.

Pressure on Enron Representatives Nepotiating with LIM

McMahon believes that the lawsuits and related inquiries are going to look for all leakage
out of Enron to LJM. People who negotiated for Enron against LJM will probably testify that they
felt pressure. One example, which he gave in his prior interview, was Doug McDonald negotiating
on behalf of Enron against Koppers. McMahon was at home, received a call from Fastow, who
complained about McDonald negotiating too hard. Asittuned out, Fastow had the facts wrong and
ultimately backed off.

McMahon has no personal knowledge of deals that were against Enron's interest or well-
being, but he is concerned about this subject. He gave the following names of individuals and
situations that indicate that they may be the source of information unfavorable to Enron's position
in this regard:

Kevin Howard ~ a good person to talk to about pressure exerted on Enron professionals

negotiating against LIM;

Ray _Bowen ~ another guy who got chewed out for negative comments about the LIM
situation;

Cliff Baxter ~ frequently in Skilling's office complaining about LJM and Fastow's conflict
of interest; :
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Ken Rice ~ same story;

Paul Chivens - an ex-Enron London guy now with Credit Agricole in Paris: and

Mike Jakgbic — hired by McMahon to set up a private equity fund. McMahon wanted a
friendly source of capital 10 do deals. By the titne Jakgbic arrived for work, Fastow had set
up LIM, which was exactly the same concept. Jakgbic felt that Fastow stole his concept.
He is now the relationship person for Enron with Deutsche Bank.

As a final note, McMahon stated that the Bloomberg release has lots of information
concerning the derivative lawsuit filed against Enron.

MHIT

c: Joseph C. Dilg

Houston $90086.1
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Watkins, Sherron

Watking, Sherron

From:

Sent: Tuesday, Oclober 30, 2001 4:45 PM
To: Tiiney, Elzabsth

el Qison, Cindy

Subject: PR for Enron

Reth,

Aftached is the handout | gave Ken Lay today in our very brief meeting; | think | left you a voice mail on this,

Ken thinks it wouid be a good idea for me to work for you in our PR and iR efforts re: our curren: Crisis. Beth i thnk you
know my involvement from Cindy, and that | haven't really had @ real job since my first meeting with Ken re: these matiers
in tate August. |canjump on this gsap.

The viewpoint is that I can effectively play devil's advocate on the accaunting issues and be sure we anticipate the tough
questions and have answers. My personal opinion is that it's very hard to know who in the organization is giving us goad

answers andd who's covering their prior work.

The attached outines my viewpoint on the fact that | think we need to come clean and restate; Ken and | did not get much
chance to discuss this; I'm tentatively on his schedule Wed afterocn. I'd sure like to meet with you on this. 1 have ane

mesting on Wed that | can change. Please call. Thanks.

Disclosure steps to

rebulld inu.,

Sherron 8. Watkins

Vies President, Enron Corp.
713-345-8799 office
713-416-0620 ceit

fnt fescermeit Gyo
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Disclosure steps to rebuild investor confidence:

Lay to be open about his invclvement or more importly, his lack thersof

As CEO, he relied on his COO, Skilling, as well as CFO, Fastow and
CAQ, Causey, to manage the details. Ofnote: CFO and CAQ ars
Skilling’s picks from his rise to the COO spot in late 1996.

a.

[It’s fairly normal for a CEOQ to leave the accounting details and finance
details to the COO, CFO and CAQ]

b. Lay to admit that he trusted the wrong people.

2. Lay to admit that as soon as Skilling resigned employees reported to him their
opinions as to the inappropriate LIM transactions.

Lay appropriately took the matter seriously and he began an investigation;
however:

a.

b. Mistake #2: He relied on V&E and Arthur Andersen to opine on their
own work. They advised him to unwind Raptor, but that the accounting
was appropriate when recorded in 2000.

Joe Dilg’s Oct 16™ comment to me when I said that Lay should probably
come clean and admit problems an¢ restate 2000, in order to preserve his
legacy and possibly the company’s was the following:

“Are you suggesting that Ken Lay should ignore the advise of his counsel
and auditors concerning this matter?”

Lay to state that once the 3" Quarter write downs and reversals were disclosed
and investors raised concems and it became apparent that Enron could not
easily resolve the issues by making more detail disclosures, he realized that
the advise from V&E and AA&Co was wrong, it was motivated by self
preservation.

a. First, the LTM Raptor transactions were highly irregular and Enron is
restating 2000 financiais.

b. Second, he's firing Arthur Andersen & Co and V&E

¢. Third, he’s committed to staying at Enron and returning the company to

its former glory.

NOTE: After restatement, the good news is that our core trading business is
solid with strong numbers to report; the bad news: EBS was losing big

N 3 2 “
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money in 2000, the big losses didn't start in 2001, and EES did not siant
meking & profit in 2000.

4, Lay to meet with top SEC officials. This is a problem we must 2l address and
fix for corporate America as 2 whole. Ken Lay and his board were dupsd by
2 COO who wanted the targets met no matter what the consequences, a CFO
motivated by personal greed and 2 of the most respected firms, AA&Co and
V&E, who had both grown too wealthy off Enron’s yearly business and no
longer performed their roles as Ken Lay, the Board and just about anybody on
the street would expect as a minimum standard for CPA’s and attorneys.

a.  This is devastating to many ~ investars, the energy trading sector, the
banking sector, the Houston economy — Enron could work with the SEC
to develop & plan to address this calmly.

b. Ken Lay and Enron need to support one of the SEC’s long term objectives
of requiring that the Big § accounting firms rotate off their large clients on
a regular basis as short as 3 years.

My eonclusions if Ken Lay takes these steps.

L The bad news: This is horrific. Plaintiff attomeys will be celebrating. The
trouble facing the company will be obvious to all.

2. The good news: the wild speculations will slow down, if not cease. Nobody
wants Ken Lay’s head. He’s very well respected in business and the
community. The culprits are Skillirig, Fastow, Glisan and Causey as well as
Arthur Andersen and V&E. The energy trading sector is scared to death that
Enron won't make it ~ there will not be a cry for Earon’s collective head.

Likely Enron putcome:
The stock price will drop further

Hard to take over ~ it’s people and trading business (ie, not contractual, not asset based)
Does Enron need to find a Warren Buffet type equity investor?

Can we build a ring around the trading business? How long will that take?

Will a restatement announcement hurt liquidity any more than our current situation?

My conclusions if we don’t come clean and restate;

All these bad things will happen to us anyway, it's just that Ken Lay will be more
implicated in this than is deserved and he won’t get the chance to restore the company to

its former stature. . . -
% ISt G 7
e
pe ) Lo

A wrcfé( "~
) SW(HSE&EC)0025



198

Watkins, Sherron

From: Denne, Karen

Sent: Sunday, November 25, 2001 3:53 PM
To: Watkins, Sherron

Subject: RE: Errongous press

Sherron - | realize | am incredibly behind on my emails, but was plowing through my inbox and would be interested in
knowing the continuing degree of interaction we have w/ LJM ~ if only 50 we're consistent w/ what we say to the media
about our refationship w/ LIM. Thanks. karen

-=--Original Message-——
From: Watkins, Sherron
Sent: Thursday, October 25, 2001 1:47 PM
To: Denne, Karen
Ce: Kimberly, Kelty

Subject: FW: Erroneous press

Karen, 1 ran into Kelly and voiced my concerns re: the email below. She let me know that Mark Palmer is probably too
busy to read all emails, etc. and that you were the best person to send this emait to. Thanks and call me about it if

you'd like.

~---Original Message——

From; Watkins, Sherron

Sent: Thursday, October 25, 2001 11:30 AM
Yo Koenlg, Mark; Paimer, Mark A. (PR)
Cet McMahon, Jeffrey

Subject: Erroneous press

Mark, I'm sure you are aware of the comments in the press that | have copied and inserted here below. There have
been others that are similar. Basically, the press is reporting that we have the LJM par endad all
relationships with the LJM entities, etc. All that we have done is unwind the raptor entities, LJM still exists, all other
transactions with LJM still exist, it's just that Andy sold his interest in the partnerships. Michael Kopper owns them and
would probably be considered & "friend of Enron” by investors/journalists.

I'm concerned about our efforts to build back investor confidence - do we correct the press? how do we address this?
I'm concemed that we will once again be hit with credibility concems when the press or investors fully understand that
.M stili exists and we have deals still pending with it and have deals still in place with it. How do we corract this
erroneous press? Sherron Watkins

Excerpts:

"Enron has been under fire since last week as questions have surfaced about its accounting practices,
especially in regard to two limited partnerships created by Fastow in 1999 and since dissolved. ...." By Lisa
Sanders , CBS.MarketWatch.com

Last Update: 10:05 AM ET Oct. 25, 2001

"...S0 Fastow, in June, resigned his roles at the partnerships and Enron also ended its relationships with
the LIM entities." Houston Chronicle article from today.

Sherron 8. Watkins

Vice President, Enron Corp.
713-345-8799 office
713-416-0620 cell
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M"f' Sherron

Watking, Sheron

From:

Sent: Monday, Novemper 25, 2001 §:25 AM
Te: Denng, Karen

Subject: RE: Erronedus press

and LJM. | was worried because the press was reporting erroneaus facts that should pe correcs

&

i'm sure you are aware that LJM is not dissolved and there may be some lingesng ransactions between Enros
oy 3

raoe

o0

rigingl Messages-—--

From Denrie, Karert
Sent: Sunday, November 25, 2001 3:53 PM
Tos Watkins, Sherron

Swvbje:t: RE: Erroneous press

Sherron - | realize | am incredibly behind on my emails, but was plowing through my inbox and would be interested in
knowing the continuing degree of interaction we have w/ LIM - if only so we're consistent w/ what we say to the media
about our relationship w/ LM, Thanks. karen

e {riging Megsagem
From:  Watkins, Sherron

Sent:  Thursday, October 25, 2001 1:47 PM

To: Denre, Karen

cex Ximberly, Kelly

Subject: FW; Erronecus press

Karen, | ran into Kelly and voiced my concerns re: the email befow. She et me kriow that Mark Paimer i3 probably
too busy ‘o read all emails, etc. and that you were the best person to send this email to. Thanks and call me

about it if you'd tike,

—~-~Original Message~—

From:  Watkins, Sherron

Sent:  Thursday, October 25, 2001 11:30 AM

To: Koenig, Mark; Palmer, Mark A. (PR}

o] Mehighon, Jeffrey

Subject: Emonecus prass

Mark, 'm sure you are aware of the comments in the press that | have copied and inserted here below. There
have been olhers that are similar, Basically, the press is reporting that we have dissoived the LIM partnerships,
endad all refationships with the LJM entities, ete. All that we have done is unwind the rapior entities, LJM stilt
exists, all other transactions with LJM still exigt, it's just that Andy soid his interest in the partnerships, Michael
Kopper owns them and would probably be considersd a “riend of Enron™ by investarsfjournalists.

¥'m concerned about our efforts to buitd back investor confidence - do we correct the press? how do we address
is? ¥'m concamed that we will ance again be hit with cradibility concerns whan the press or investors fully
understand that LM stift exists and we have deals still pending with it and have deals still in place with it. How do
we corect this erronecus press?  Sherron Watking

Excerpts:

"Enron has been under fire since last week as questions have surfaced about its accounting practices,
especially in regard to two limited partnerships created by Fastow in 1999 and since dissolved. ..." By
Lisg Sanders , CBS MarketWatch.com

Last Update: 10:05 AM ET Oct. 25, 2001

"...80 Fastow, in Juns, resigned his roles at the partnerships gnd Enron alse ended its relationshins
with the LIM entities.” Houston Chronicle article from today.
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brought o the Bowd or the Bzacurive Commitien xre euiilly &isansad prins o S muewtings,

Lay does not kwow Miches] Kapper snd would not recagmizs kisa. He fisst bacame
sware of Kngper in October 3001 ‘vhes bo read e articls in the Wall Sweet Iournal Whon Lay
read the Wall Stoees Jowroal ayticls, two Sings jumgpes sus & ki 1) ke bad sever hrand of
Clwwss 5l 2} s Bsron rogpioyes wit iovolves. Lay that S only relatad-party
wansaction was Andy's ipvolvepent in LM, Lay belloved fhat if he had Toows of anather paty
volved in reltad-party trasaniom, be would have tpeabered.

Lay bag thy anthesisy te grent a Wadver af Heron™s code of concdust. N aa ivaltved bn
(hewoo reguened 3 wajver Som Ley. Lay wanld axpect that i Bauon anplayoss koew maz
sortone vipksad the cade of coudws, that pason wiild inferss Lay. Every asployes st Raron
gt £ign 82 Tist Biry rhesdvid 3 Cony of the sode of coadics cach yous.

Fa the fisat quurtarof 2001, Buwn copiclidsid fEDIL Thers is.no indinetion in the
Brard mimens B8 Sis sganbidatian W over preasiod © tho Bowrd. Lay did adt ksow st
s satsolidarion @ dom got racall dut tie comaelidation was sver brvaght to the Bowd.

" Ly did oot rocall being swace of & s indeification paid by Eoron to Chearo
iovolviog Fastow o Kiflling

the geseral Ther groupy posally discusied the porerslal soalSict of ke, Thse was
MM::;BWM satiict of imtect 8l te timo- They did discuas thad won's-
gt segtiations www neriad boawesn tho sow patosehiy sud Sueen. Afiee Lay's dlscustion
with Skilling sad Fastow b suppered ke i and dough! the ides dhovld be taken o the

No adfite wire musle o fivel o sapmuapesial fhing party Bacause the mErket wis moving
oushdy and S bedgs d 10 bo in place in & tincly mennce. Thero was oo tioe to find a giisd
py.

. ‘
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Lay nerves direstly asked hew much Fastew would make from ki involvement in LIM.
Lay &id not think it wes releva brsatise Fastow was coneernad St 1€ be wwested LIM it wouid
impair ki ceroer 2 Bopon. Fastow was willing t ertate the sactive, bt wanted o conwe B
s capeds 3t Brren would i be affimacd by being isvolved with LIM. Anceher mmaon Lay was
ot euvitms shont Fasiow's compersitinn from LIM wad beesgse LIM w3z supmpoead & b nsed
emly mxce. The parmwship waes cysable of sugaging in otber deals, but wottld enty do the
Rhythuns helge.

Jim Deveick, Lay and Fasioar made s presentstion To e Board proposing LIM. Lay
gemeratly recalls the pressatstion. AT the Boand mesting thae W 2 Svely discussios shost the
parnxehlp. The Doanl was semoersed with sugflivt of et issaes, the optics of e
RO of the compady creating 3 pargailiy hat denscts with the compazy and grmtecting S
COMPRTY. A FORSS Was woatsd & proteet the cotpatty Rick Cutey ad Rck Buy were
designated to rovisw the deala and rozuss that all dels wers dane 3t 2m'i-lengilL. Same
manbors of the Board kad doubls 3o the prtnenhip, but i the g, EIM waa Lay
couid ot nemher what Bowd mrmbon basd concerns, He thoagia s posaibly

Blzks wivd sme QUCsiions kdys's e shways asked penetryring quemions fuzing Bawrd

The prooosal faf LIME dis rot gn 1a e Fiotoos Comrites besavae thacs was 4 titting
issme T Boasd bas the suthority t= act o jswocs of s type withowt pior spmreval by the

ABax the Boart sppeeved LIM; e Tansastios was moouted. Lay hed no recallocsion of
being infmgad of sny chanam o ths Yeassction. The people lavolved in & tiow src
rasponilisls for e st e Bo's reaaktions wr cagjed owt. 1 e v dgrifcmt
chexgss, ey the Comxittan needs to review the tenzctiog.

Lay docs not recall sty discussions i Haard meetings shout whather e Riytinos
reampacting wes an sconmmicslly sfEctive ledps sonsidering th hodgr wis with ap surity that
i ot bave & lof of ety and was Teoetly Fandad by » loan Suin Burvs. The disciesions in G
Basnd were prismasily abes: tha related pasty s, L2y i not dedve inko the tmue
whether & oot the odge wis wa cffe=Svs ccanousic badge breatiSe Prstot g hiy wam 5aid
thay had mevohbed down the aueaction and it was proper. L3y 4l not thick there was &
@Grtinction hotwean 0 coonow: bedge and an aceomting hedps.

Lary ciid not kuow abowt the v ywind of the Blythms tansastion in sarly 2000, sod did 5t
Kaow why it wes oot broughss w0 & Bowsd mastng. Fe 4 ot have & recolicotion of prynsass
madc by Forv to TIM thieing te unwind.

Ho was sot wware of sy payraenes or Toses by Eares i LIMY, He also was not swam
that thees fads coatributod b he ety that Boy Glisss snd Merdanss investsd i, sor e Gl
that LIM arguably should bave bea paying Buron astcad of rseeiving manay.
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Cuiabe:
mawwwmmmwmummmmm

dral whe he reresd Bawrd minwte:. Ciaisba was £ Yarpe project in Brasil that

msaber of ponttrction problors. Lay &4 sotral] sy cogneciog butwmes: cumnduu

. Layhd 0 vecollevtivn that Cuishs was significat to the sonings i 1995, or that Roron bongat

Back LIM's inseres in Cuisha afte- thare wive peoblend 1o Bt profeer. -

LMz

mpmarmmwmmdﬁm:mmor ital f BveTmes 1 6
tonely sauns, Usally, SKiling a4 Lay woald dimus the agocds o e menging, bol
o pot esal] 3 Saauzsion boltre B2 Fimase Comutiow mosting LaM2.

mm»mmmwummwmwun
viperoos divanesion gheor 'gmmhv There wis 2 longw sod mare in degth cemversation
shout LIME beosnse i was $: be 5 lacpes partperabip ansd o golag 10 cgage s more

Qoaly with Begon. Pastow was goizg 1o be the poenl permey oFLIMZ md, Swgefere,
wm&mug&- for tmcpacting with LIMZ waw creacd. ‘Dlt”

mwnmumuwmu&emmmn
wm'sleaph. The Cosuittor disorased the issae of tha sytios ta the CPO v gaing o be fae

ot ez that was sntwwﬁum ‘The Coenwittoe wnd s Hoad
Mﬂ‘:‘ hﬂk gdﬁwmuumm;

am mm um%»mwm\zmuum
feeeet of the smepy 2l i Som Ry wigtad s b do it

Ty i gt know who sms up Wit G #de of LIN becauiss Siilling wd Fastow
pevscatad the idia toprilss. Lay Ly does mox mesl] ay ot Bastog cogloyess Tt Was pains &

el the sushoricy o gres: waiven fu U vode of conduct, bar i tids cage the Bosrd
= w":vu.!.unid lmw:mm&xh&

af Dircotxs
Mdmmwtmmhwﬁwm» e e,
Prastow slsy reqacsted that G Boted 2ot the waiver o the oonflict. Tha exid # wontd
2% tha Wiver S0 kg 35 [NCROUIS Wess Jat 10 jlase 14 mags fure Gt Waussctions were mads
o o s-ength aad & gretest ton sbierahoidars.

wﬁmmmmmu mm'smm Ly
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mmeum‘mma«umsm“w»muu
paymeslts 16 LI, whila when LIHM2 was quetad thete was oo disdussion of prymects, Lay 3aid
wuw&uuw;wmﬂwmaamema&a!ﬁ:mﬁadumwm
Sow LI distribgad the smds. .

Thics was 5o Siscussion al (he limé abont required disclamre of Fasiow's inteyet i
LM, Theve wan also a0 Sacwesien over minipcizioy s disclagu. Lay ssnansd das his
wpuld be distionad Blx sy ofber \ramsaction of Mis rature.

mmmmmm suspioyees Gkt Fastow was poliag praseice of
demo W%LM&&N&MM
oo o Skifling.

Ly neves reachest out 5t s own to investipats whether the cotibrals the Bosed put b
place W chzww wm trunasalions were followed. Eavon bas s Yhands off” msnsgmncnr

svie. K scmsime ideutifics & problam. bes Lay wad pueplc st Exan would mvestpns and fx
Skifting was !&Whm&mmhm ng

Hath Cauey ad Buy were moponsibia fog making s tha! the tresactions with LI
nll.wmﬁruuam a8 aon's-hongth, Lay Gwougls it was slaar o Cateecy and
By that they wers soppest  lool: &t the Gzl aod maks sars it was fir. They wire mpposed
bﬁiaawafmeWuﬂ&ﬂthmmuﬁe
s

At the and of 1999, e wem 2 sagios of traasactions betwesa Bhron and LIM32. Lay &id
ot yeoull s the trapactions doge & te ol of 1999 were wilh LIM. R is not wiam! o
Erran 15 do s sasker of tamsections o the md of the you.

»hwx.mmmmanﬂsmuma
mwﬁsmm Lay &id oot vecall o was swa: et waxy Smsactions
worth s sutsbunial aponm muhwﬂlmuwﬂﬂhhmms

wnal vacmings S 3998 wore FIOD m Minny and Ly ol
the e wmauuun::ﬁmnu un;:?:u‘.m;
Boron was Sum these 5 raawatioss.
Laywas utswery of tﬂmmwm Frrvan in 2000 wsd
-whdw&cmhsﬂmit w
EMACLD: '

Davidow refeszed Lay to 3 trancactics M inwalved selling o xd ]
investusn. Brar Stearms marketed the rvesoents. LIM2 bougls pux !IIW :
mdh:ﬁ-wwamwwwmwm uyu-nmh:n!&

i
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Botrd of Directors for TCW. Lt does notresall baaring of thoe inveatment o that TCW was
tuying the isvesturens with LI

Repler:

Ly bacame swars of ti mwmsamdmwcuw
sevisw g prior 1o the metig He does a0t know who informed bix of or who crested the
strueture. The puivic of T Rapan was 10 hedge agaios PAL voluiliy by moving stack tat
crwased iz vajue into the mrucore, Al the Gme Mip STULNRS wik presexted, be docx ant yecall if
the srystnc was axplsincd, ot he toughs thvt probably Skilling aod Fartow mada the
prosectzrion. Lay dots nof ixow mmdwmmusummm

WROe.
Davidow sakad whatt handwniting sppanrs sz Qe May 1, 2000 Financa Conmitiee
menting dlides. Ly Delicved that it way mw-m&whwu.
expert. On 3 alids enificd “Stuemring Highlipghty” 3 haadwritter commeay st

that the PA&Y. risk 3 nansfivred, bt e seoumnis sk is oot tenafared. Loy statod thas this wee
mmmum

Anctes shide liboled Weivle swmfnummmrwmmmm
dnﬂnyuhmhhmﬂ billice. Lay said thas this was & pood questing, bas
h”wwwhahxﬂﬁud&mhww u,:adh
vagody romembes o refurs: 1o $400 millios, bt conid st secall i i way deke or eqpity:

Dvidow ssid unmm Boron pirchpad » shroaettied pus o2 fis vwm
awthmnmcdpukhm Ly did nat 10call why Extep would By a g o
s own wlodic L3y did not roll a1y convezstion sbet Ragtor's shility to piy should fs gice
of Buron stack o dows 8 valns.

mnmmmumymn:mnn:udmmumn

accninding scciny. Lay doms mt soow why mconnting would be 2 sk, Baron truated
Anﬂaun évunpur. mwummwm

Andersm gd
with Andesaen’s

mmmuaﬁnbuﬁmwaﬂmhmm Glism
querdaond whty iz Sexd sppotused somasns wha watnd S

A 3
mk-&dahhr. Iﬂaymw&nnw o past of tho oVl proecm
o e tinr, bo would have known L Glizan reperoed to pq‘ pest

Lay was Ssxiliar with the arew Trushar Paed, bug does ot recall any discassion gy
Puicd or tiy Whoa i Nfioricd 1ot S e

Lay was not sware of bow the tobal-rotun » mmum priced.
%memwﬂmnhﬁm e e
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Reptor It

Ragior {1 was wuthariaed i e Exscutivs Cotaniites mecting on Jusw 22, 2000. Lay
ol ner remeralrer whY it 95 approved is ths Exmrutive Cemamitice sad not taken to the
Boxd

Regeor I

Davidow aced thig Rapte- 1 wag diffiyent oms tee othee Seve Ragiars becass i wis
capitaliznd with The Now Power Coppany (TNFC) mack and oy Bmes ook Lay exlaived
thst Yoo Esergy Swrvives prllod ont of the residenisl raaes o was Jooking e pritnn s
semalier retd] roarkes. The comcep: bebsing TNPC was 1o be the lages prticius i te
deveenbatod amal] retsll mardket. Fo ordR W pot ixo the ookt it foemed allivices with nsility
enrysries sl Faroed jaint Ve to markrt b surtomas. i enler 0 2xt INPC tonther
Beovn spprosched IBM o sbiain Ta mitre billing muriet, AGL for te latsraet skt med GE
fox capitel. LT 304 ot vt ot baske coutibared 1 sisk wasagemost St wholssals
Foran wantad &0 beisg i wholoels sxmoa! g Jo Sl 2000, thare wers fow windaws to do the
PO for TNPC. Al s time of the PO i§ was vexy sosesanfal. TNPC L 1ts dwa mssspesont
o affises frn Wiite Pladus, NY. Enven had 3 significent iahaest tn TNPC and Bomn wanied to
Bei e ineroal Dedgad. :

Lay did 2ot rosall Wi sum s up with e ides to hedge TNRC wock. There is oo cvideacs
that this was ever tikom 1o the Boxid for sppeoval; Sy bas & vagas rasalicstion that Bars found
2wy to hadge TNPC. M does 2 ol sy partioular meting or syesw istedd with e
faxiping of TNPC,

Lty could 20t recnl] why Beroa stock wiv 1105 wed o Rapter 0. Eo was not Banilia
with bow TNPC Wamanis Wi tied i e manssctios. Lay did ot poticgpats in the smadaliow
54 docs nocyeeal] ieareing it g about s progrexs of the oftsing oo his positon sz n

T response © quasticns sbast the datails of B¢ epter I wrestine, Lay did not
sadscataind Ve lagin of e maature, Lay did ot havo smy ropedts that jad That aa TREE
wsk wis EDIRE dvem, Rigaar waa zolng undareate. Lay was act ssmre ths in Tao 2000 the
dtrivexgves wiaT in the mangy fr Bawen, Ty e 2000, Skifling would heve baen &
srackig hoes Rapeow wii il Lay bolinyed thar Scliling apesr 3108 of tims With Enren’s
Bmmvinls mod trackond the of i cotnpavy-

Tary &id nos becoms swats o e Rroblsgt with Raptor wal! 52 bocase CEO amaln i
Augon 2001
i On Pabrumy 12, 2001, Causcy made 3 o b the Andit Conunittes. Ouz ofthe
slides in Cxney’s prescatasion i vgdded favement Astivity. Lay ¢id sot eaplicitfy zecall

mmwmmw-&mmrmm This wab the repuisr

-18- j  2C200000003
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gmisactinns and Cxasty saying 25 M Sentasiond wart fviows) and il am'i-leagin. Liy
Bafisved thay Caiaey Wi Raperts bversating the procest. Ly does not recatl Cavsey ssylag
mything shegt Rageor or 2oy probiegts.
mmwwuuwzmmummwmmmm
5175 wallion ane did not kave the capacity to pay: Ley thaugtn €t was 2 tigrifizant omizsion
dm&mummummmmnsm

wwwmwwmmmwwmmmmwm
STuts we Davidaw then informed Lay that v ths firgt of 2001 thare was
2 retructoving of » 1 the reatrmosure was 5t dans Bnron wogld have mken & $350 milfon
mmwbﬂmwmmﬁﬂm Lay said thar ke never hasrd of the nestrutming in e
first guarter 2001 and Would hisve rumberad 4 dismasing of this Biapnitads,

I Exvon s 30K0 15-K, Eoran smded in it reiucd party disouation it reoopeiesd 3500
millivg of i degvatives. mwwu&mw&m Lay

rovaane
aated that bar did ot recall soy discusion ar know e sizs uf te vewsvute that Fxoon wae
renprizing in sewciaiag with the Rapeiy, Davidow aaked Lay if iayons qucrioued bow $500
mummhﬁummum' Ao, Ly sl that the
w@-l‘- dgned o by Ang arscr el Vinsas & Kl 30 e wea confida® iy
[

: wmuwumnﬁuwmamuummﬂw

nwmmmn%hm&m?mwgﬁ:nma

hotzmn AR Sonsing Sapter, killing way n TR
guhmumumu

Lay dozy pot real] being soid tham thers was 2 TEsuuatire of Rapenr a1 the wud of the fist
Qs Tha Boan mintihid 48 it nefiont thas it was solifisd et Brros shares worn wansfecyed
0 Rapior.

wwﬂtﬂhnvﬂtmismw:w e writedown
linked hack to the uriginal Raptorand the veason Errem hed 1 1o the hit bo the balance shogt
i bwmms e prior: of tho Hupoa reock dwppad.

wwmmwuwmmumumx was that

Andaman hel shwged its wind on §ow © scooms for ¢ waastion. He S write-dowg
gm:&mmmmuamw wauhdmp
m&&w;ﬂn the problam, Lay said fn the tind tere wea b of
dizaaion on what t do with the probless. Thees was 5ot st ulizing e
zﬂh:'h:“w:ﬂwhwmﬁnwwbm"k hast

off SkiRing s Rexipwarion o CEO:

i .
-1t-  EC2 000000040
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mmﬁ@n:%ﬁmmlmmmhm
with iz his offics. Lay brfoemad Skilling aboul b5 trip t Jndis and Siiling
ewough Hs Jist of diugs o discizs with Lay. nuu:rumsﬁm»ﬂwm
hsnmdumnﬂum Lay was shocked snd aabed Sioiling why he wasded %o resipn.
smmmdm wanted (o spead roore b with his fxally. hasTemmpess Wt were
spmouking sollags uge and Ghery: was & Smjly-relatad isas. Skaling Sit Biat if be did act take
mmm&mummmmm Lay poshod hizs & Linle mare
o the reasan for bis decision a0 Skilling said that be was uadss x Lot of presamr @ felf that
Exran's stock price was dropping ind be conld oot 40 eoying reuiis. Skilling wag taking
Emon's Ruck desling perdomally nd eould oot sleap 52 might, Thoy Spoks for Abent 20 t 30
mwnmmmm»mwmmnw Qverthe

weekead, Lay spoks with Pug Winckar, age of the seabest of the Bornd, sbout Skilling

rmiguing &5 GBQ. O3 Mondy, Wﬂ%mmmuhwl‘mnm
of Eayets, Skilling wes sill sdomet Gt be wiged 10 fesign- During e weak:, Ley spake with
othir sacmbes of the Boasd ta prepars thom Sx Skilling's decision. Some of the members of the
Board spoks with Slling apd wisd W canvinse hiw s szy. Asilling remained sdamomnt that be
was gafng to msiga.

Ly scecpted tha pu‘mdwzhwllnnnpd At tha tize Biilling decided to
fesign. Lay bad aother strsctive nifier i beconys invesied @ snother sotopazy-

Thn Basie SITARMEAS - oo & Monsay night for 8 warking digas mpd Seamtive
sesidan of the Boant. Skilling wm rmend his noguting. He told Ge Basrd st e 6id mot wugt
hwwndnh:p:munmm M“mhdﬁ

mwwm&nﬂhh“hwtmﬁwmﬁ

Silfing retigned bacsnas of pevoral agns. The day wiier the seaigoation relsase wars oat,
SKllng &aumd o wview wifh he Wall Stact Jounal. In the intesview, Skilling sild thax
e of the reawm ke was reigning was becaoas Baron's stock was dopping mad be was makr a
ot af proceore.  Lay fall thag Bhis urdetex the CANBERY-

Devidow ached Lay il e (hougls Gas Siiling s nuigastion was conacsted with the
amnouncamst that the stock prios of THNPC was dopping. Lay did nothink that the two svenn
weze teined beosase he belicves Sliag tald bim ol i m:n T stock price of
TNIC falting. Lay sxid thae b wordd have 0 consult Nz ealemtsy thua
Mmumwuuhdwmuup fHat &
huurﬂ!ﬂnﬂmﬁanhmm-ﬂmd-ﬁa this coula
passibly bave ﬁepw—wnﬂﬂn; Loy wes sugpeised that the docline in the valer
SLTNPC pock lad  prokicos wit- the

WWM & Emant xnd perecpmiva Skilling sxid that
W“hhl"wnyulnh!-" uw&dmﬂm javeryane clso coid

-i- | EC2 000000041
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datect thows, Whynahhyndﬂdhﬂmwmﬂhlmudb
poutiblc need to wowing the drals. Loy wamad 1 make aae tha Whalley was 05 Sagamating
the sitaation. Nﬁndufh&dmnﬁﬂhambﬂuhmﬂc whsher w
wnravel the Rapwors or sxtructire thern. The teten wiied i gt the dobe cleaced S ke
thancr gheet, sven iF 1has meat (xking somc hits. ummmcﬁmydh
WG 2 thags messings and wanted t revapivalizs the Rapiors.

Sharan Woskina* Letver;

Lay believes that U s ey have s misasdorsianding abowt the Watlins it When
hmﬂhmhﬂmkwuﬁymwﬂhnuw Tha: losty was
ety wiines and slsping The six-t0-vEn-age Leoag G Jos ez recesly refared to
a5 th Watkine lerter in 1be pres 943 ganaratly 2o ongeiny e sald it

coulkt it b the crighg) because k reczived the oec-page leiteTin i of the seven-
page Jottr hay reforonoes W setions takcn by the songayy in Ocmber,

munmummm

Evetigaion, Lay with Coney the Wating leter.
wmm’www mwwwu\'&umw&s
anomyacas fetky gl Wld Lay that 1% was canegesad tha? Withing was caosing problsms s
Mmu §22 2 sovrena padagt: Loy Seought that Watkins was Russrc s

wmwm.mmﬁadummumu
the invegtigation. Lay did pot 2ok thag ocsciders wonld he ahls w quickdy ugderstws
‘om:ﬂm .umuvaummwum
wmwummmmmmmmﬂb&bw

V&E coslucted dhrir mmm-mmm' with Asdeees.
mwnmwwmu wwy with the rmsmcions. Lay tid VAR
© ik with Wtk shen! the invesrigation snd sce 16 s had sy further fasights, VEE
wnmu-&wmmmwﬁmwhmmwa

i
13- :
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the pvertipalios. Duing e third . VEE mads xo tral repart 19 the Boad and than
Wlmmam

On Qrenkzr 31, 2001, Luy rust with Watkics aptin. Withins i) thought thore was x

oblas &t Bmem, V&B* vesigation. Lay spake with her dhout bepnoe dht
reparted to Pagw. Diging the iwatigation, Lay asked Olaog to tabo Watkins into her
depmaddn w#wﬁdmmwmnwm‘u

Board Discusrion of Fasiow s Conpeasssion jrop LIM:

anﬂsammhom:mmmmm;
pONikle inWestigation inin m'smhqamwmeﬁmmw
WMWWWW!M&WwM b doss 1ot koow wiyy
it did not happen. Usually, &mrwdamumaemmha‘cm
aad wct iwmmm%m

The Boxrd dhoevered how nmmmm:!mommm Witz Fastow

Fug Winslar ed Jobn Danrne, meaibars of the Boand. hmm:ﬂ%h
wﬂh:ﬁduwmwm Roprd pycubes baieue moge
inteoested in what Festow wisr zakiag. Frior i the siafim aad the svesipation, 8 waa ot 5.

mm%dbn@w&hmhhwﬂam

duumunmwb Etruenipe Dacwaas he was afizid i wonld
iwauktqs shtecr. Th Baaty. uwmxmuuﬂuwuuw
caking s Bubiskntial s of yacocy Fom bis LIM invelyancot. Dencen a3t Ly dow uch
Fagow made pricr o the Bowsd maedug. lqumsmmudyw
Sues hows s wesk o L0 businegs sad cestat LIM ot of sz chligition o the company.
rmmmmumwmmmuumhmuemu:
Epeen. uyqvmwm-wnmupb Adzciary daty to Earcy.

Gliran 3 Ieessmcn! in Pavingrskips:

mwmwma&mwnmmbhm Glinxn id pot
offr o raipe

Laydid gt oy of sxey ather suployess who invested in tenaaction with Brona,
Saplepher 7.4, 3001 Mecning at Waood anss:
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FRIVILEGED AND CONFIDENTIAL
AYTORNEY WOBK PRODUCY

Ths Masagsaeet Caspinee deid & ree-day, offcight mzeting @ e Woodlands. This

was the firss off-alaht moxing dox Lay Recame CEO for te zacond tima. Appro®ioaicly 35-

24 prople anended the mesting. Wmﬂbﬂmkhnkamm Geysaw
pasitions. A discodon shovt

mado 2 Jot of samse.

These wezo no ftemal wintes keps of e mécting, Bat same pasplo wiy bave ket
pezaal teldes.

Aralyst Calls:

Dmdwnmdmuam‘tuﬂlmﬁumnmmww&&&
procadizes fir LTM were Sliawed Loy basnd hﬂmusﬁm Cuiscy where
Cxomy wid hirs all the prosedores weve bllowed Cauzey alsar perdvipsaad in that amlyst al
und did mat suy amthing when Lay ctade that statztrnt

mdaudmm-&dlum-m;umw uplece. Tay
oagt thert w insepmient peogie Sog Eqron and they wese wallad off g Yastow and
LIM Lay & sox blieve that i wall could e peierated. Now that Lay ralisis thar Giisn
am“mammwhmsmﬂnam e roalizes et
1he wall bnd bolcs in it and be wookiao lagger make the gt

odex of Enrom Stock:

bmmaﬂn&hnhhﬁﬂmmh Lay recoived a ceves-
year optiop for mm These Wrrigoing o sxpée in
:myudmw 1. Apprescimatoly 77% of Lis optioos ware associated with this
ranechion. Lummtw!mbmdndhlhwh&u\dm He
dafarred wd s excrvissd spproxirastely 500,000 shoey  These weve cashiess axuwises.
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qlummwdbtﬁﬂmanm w0 schedulad sells Lay, sod others 5t B e
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uﬁbbl’hﬁ’w Inkinrhight, thet the plan did a ke l‘m
e the s vievad muﬂ:bﬂr a;p:vblm vith Ge conginy.
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e S T e e
. mmmﬂmhwmwwuueﬁan%upwﬁ
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TTORNEY WORK PRODLICT
DRAFT

Ly never bad ve i tination sbout B contpmiy 38 The time be sald the stock.
Even whep Eneon ok memmmafzmx Lay thougss mat the deals wero
clex and they were going b contaue basings & roanal

L Y
Layaloo has a revolviag low With Barss a8 part of bis sompensation. He had this loaa
ginee the late 1580' 154 e Iy g fos 54 to §7 milliog, Ifhe drsws on the oan.
the @bvb&uuwﬂwﬁmwm Lay made toe payrasnts i Ge

tasm roward the sk of 2001
Oker craplopase that wrvessed in LABE:
uymwmﬂmmxwmummwhm&g&
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PRIVILEGED ANQ GONFIDENTIAL
ATTORNEY WORK PR%IIUCT

Followep:
During the imerview Lay 14 Ad epow e exact date Skilling tald Lay be wasted to
eaigp. ASer the (merview, Lay’  secretary czlisd Devidow xnd tid him thatehe checiad Lay's

calepdar and Lay baliaves the dui= Skilling mat witk Lay amd sold him he was going t resign
oag July 13, 2001
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1t is hereby certified that:

FIRST: The name of the limited partnership is LJM2 Capital Management, L.P.
(heretnafter called the "Par hip”).

SECOND: Pursuant to provisions of Section 17-202, Title 6, Delaware Code, the
Certificate of Limited Partnership of the Partnership is hereby amended by striking out
Section One thereof and by substituting in lieu of said Section One the following:

1.Name. The name of the limited partnership is “WHITECLIFF CAPITAL
MANAGEMENT, LP."

The undersigned, a general partner of the partnership, executed this Certificate of
Amendment on October 19, 2001,

LIM2 CAPITAL MANAGEMENT, LLC

By: MNMN&BL W/

Name: Michae)J. Koppen |
Title: M ember

LJMO060985

Confidential Treatment
Requested
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CERTIFICATE OF AMENDMENT
TO
CERTIFICATE OF FORMATION
OF
LIM2 CAPITAL MANAGEMENT, LLC
It is hereby certified that:

FIRST: The name of the limited liability company is LJM2 Capital Management, LLC
(hereinafter called the "Limited Liability Company™).

SECOND: Pursuant to provisions of Section 18-202, Title 6, Delaware Code, the

Certificate of Formation of the Limited Liability Company is hereby amended by striking
out Section One thereof and by substituting in lieu of said Section One the following:

1.Name. The name of the fimited liability company is “WHITECLIFF PARTNERS,
LLC.”

The undersigned, a managing member of the limited liability company, executed this

Certificate of Amendment on October 19, 2001.

R iChael J. Kopper

LJM060983 Confidentiat Treatment
L. ~~ Requested
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CERTIFICATE OF AMENDMENT
TO
CERTIFICATE OF LIMITED) PARTNERSHIP
OF
LM 2 CO-INVESTMENT, L.P.
It is hereby certified that:

FIRST: The name of the limited p hip is LYM2 Co-In L.P. (herein
called the "Partnership”).

SECOND: Pursuant to provisions of Section 17-202, Title 6, Delaware Code, the
Certificate of Limited Partership of the Partnership is hereby amended by striking out
Section One thereof and by substituting in {jeu of said Section One the following:

1. Name. The name of the limited partnership is “WHITECLIFF CAPITAL .
PARTNERS, LP.” :

The undersigned, a general partner of the partnership, executed this Certificate of
Amendment on October 19, 2001.

LIM2 CAPITAL MANAGEMENT, L.P.

By: LJM2 CAPITAL MANAGEMENT,
LLC

Name: Michaei J. Kopper
Title: Managing Member

By: M K‘Hﬂﬂ"/
U i

LIMO060984 j

N < ’ Confidentiat Treatmen
T Requested
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ENRON CORPORATION

Moderator: Kenneth Lay
October 23, 2001
8:30 am. CT

Operator: Good moming, everyone. Weicome to the Enrcn conference cail. This call is being recorded.

At this time. | would like to turn the call over to Chairman and Chief Executive of Officer, Mr.

Kenneth Lay. Please go ahead, sr.

Kenneth Lay. Goed morning. This s Ken Lay. Thank you for joining us today.

| have with me in the room here Mark Frevert, the Vice Chairman; Greg Whalley. President and
Chief Operating Officer of Enron; Rick Causey, Executive VP and Chief Accounting Officer: Andy
Fastow, Executive Vice President and Chief Financial Officer; Steve Kean, Executive Vice
President and Chief of Staff, Mark Koenig. of course, Executive Vice President of investor

Relations: and Ben Glisan. Managing Director and Treasurer.

We decided yesterday to set this call to address questons and concemns raised over the last few
days. To say the ieast. we are very, even extremely disappointed with our stock price,
parucularly since our businesses are performing very well. and we are continuing to conduct

business as usual.

E 31132
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guestions surrounding the equity adjustments since the call. So we want to take the apporumty

o clearly speii out the basis of that adjustment.

A structured finance vehicie in which LIM was an investor, was established to mitigate voiatility r
associated with certain of Enron’s merchant investmenis. incluging invesiments m the naw power | {

company, technology and ather investments of Enron.

in conjunction with the recent termination of these vehicles, Enron recorded a $1.2 billion

reduction in sharehoiders' equity and a D ion in notes

These adjustments were the result of Enron’s termination of obligations to geliver Enron's shares
in future pencds  Although this obligation equated to 62 milion shares, and this was reflected In
our fully diluted shares outstanding, the obligation to issue shares in the future no longer exists.

And as {such). the shares wilt no longer te factored into the - our EPS calculation.

The 10-Q will reflect the final, proper reduction of 82 million shares. as calculated, using Enron’s

actual share prices during the third quarter

if you have additional questions on these adjustments, | will address them at the end of the call. |
now would like 10 turn the discussion over 1o our CFO, Andy Fastow, 1o discuss our current

Hauidity position and cradit rating

{ might add that | and Enron's Board of Directars continug to have tne highest faith and

confidence in Andy, and believe he is doing an qutstanding job as CFO  Andy?
Angrew Fastow. Thank you very much, Ken, and thank you for those last comments  We have, in fact,

received guestions recently about both our liquidity and the outiook for the Enron Corp. credit. I'd

like to briefly address both of these issues now.

E 31134
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First, regarding liquittity Enron expects to continue to have sufficient iquidity 1o conduct normat
operations and to meet all of its projected capital requirements. We nave cemmitted cregit
tacilities with domestic and foreign banks, which provide for an aggregate of $3.35 bilion in wredit.
Trese bank lines are undrawn, but act as the backstop for the company's issuance of commercral
paper. Additionally, the company utiizes on @ consistent basis. uncommitted ines in excess of

$500 milfion.

With respect to commercial paper, currently our commercial paper balance is approximately

$1.85 biflion, and that's net after i ion of cash b on deposit, resuiting in

approximately $1.8 billion of fiquidity avaitable from committed sources today

We continue to issue commercial paper, and we have not drawn on our bank reveivers.
Additionally, we havea not expenenced any matenal increase in our fundad CP balances over the

past two weeks.

Qur policy of maintaining liquicity levels under committed iines of credit that are a muitiple of
projected cash requirements remains in effect. In addition to the $1.5 billion In unused
commitments, we expect 1o receive in excess of 3500 million in proceeds from asset sales, ang

these were disgussed in the third quanter conference cail.

These proceeds should be realized in the fourth quarter, perhaps as soon as within 30 days. And
t would like to remind everyone that we have entered o a definitive agreement to seff Portiand
General to Northwest Natural (Gas for approximately $1.9 bithon, and the assurmption of $1.1
billion in Portiand General detst. Subject to normai regulatory review, this transaction is

scheduled to close by the end of 2002

E 31135
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Alsa with 1espect 1o liquidity, we have Spoken to our key banks. all of our key banks. And pased

on these conversations, we expect 1t have their sontinued supoort.

Now, turning briefly to the credit ralings, both Standard & Poor's and Fitch have confirned our

triple B plus rating, and have kept us on stable oullook.
We are currentiy rated B double A one 8t Moudy's. That has not thanged. However, Moody's
nas place Enron on review, ang we'Te ROW working with Moody's 1o address specific questions in

orgar to facilitate thei review,

We understand that our credit rating is critcal both to the capital markets, as well as to our

counter-parties,
Ken? After you.
Kenneth Lay: Great. Thank you, Andy.
As we giscussed in the gamings conference call last week, our third guarter recurring operating
resuits were cutstanding, with a 26 percent intrease in recurring earnings per share, and a 85

percent increase in our physical volumes,

These resulls reflect the superb p of our core retail and pipeline

businesses. We are cortinuing 10 stay focused or our businesses, and remain well positioned for

continuad success.

And with those brief cormments, we would welcome your questions. Is the operatar thare”?

Operator: Yes. Are you ready 1o take guestons?

E 31136
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Kenneth Lay: We're ready for questions.

Operator: Al right. Thank you. The question-and-answer session will be conducted electronically. If you

would like to ask a question, please do so by pressing the star or asterisk key. followed by the

digit one on your touch-t p . We will p in the order that you signal us And we'll
take as many questions as time permits. Once again, please press star. one. on your touch-tone
teiephone to ask a question. And we wili pause for just a moment.

Kenneth Lay: Operator, you got somebody on? Hello.

Operator: We'll take our first question from Kevin Boone, Bear Stearns.

Kevin Boone: Hi. Can you tell me about the uncommitted bank facilities you have. just in terms of the

size and potential maturity dates for those revolvers.

Male: Ben Gtlisan. please.

Ben Glisan: Certainly. The iargest of them is a $550 million ioan sales facility tnat JP Morgan Chase
agents, on our behalf. Thatis a program that supplements our CP program. And we issue under

it actively. In fact. at the moment, 1 believe we have approximately ($350).

Kevin Bocne: OK. That's the only — that's the only revolver you have outstanding. other than the ones

we use for CP backup?

Ben Glisan: That's the only uncommitted facility we have outstanding debts...

Kevin Boone: OK.

E 31137
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Ben Glisan: ... in addition to the committed faciity hat Andy spoke to. totaling 3.35 billion
Kevin Boone: But those are ~ those are again, for « primarily for CP backup. s that right?
Ben Glisan: The $3.35 billion of g credit — fted ing trecit facilities are composed of

three facilities. One is $1.178 biilion 364-day facility, which is due in May of 02, The secondis 3
$1.25 biltion five-year facitity due in May of '05. And then, the third is a $355 milbon 384.day
insurance wrap {A-1 P-1) facility cue in March of '02. All of these are comminied faciities. None

of tham have been drawn and serve 1o back up our CF program.

Kevin Boone: 1see. Great That was the information | needed. Thanks.

Ben Ghsan: OK. Yes. 1 think it's important to note, on those facilities, there is no (max) clause and
there's a single financial covenant requiring debt o cap, not to exceed 65 percent, which is very
fenient. And we, you know, fee! very confident and comfortable in ait of the terms and conditions
of those facilities.

Operator. Mr. Boone, was there anything further?

Kevin Boone: No. Thatsit Thanks.

Operator: Thank you. We'll take our next question from Curt Launer, from CS First Boston.

Curt Launer: Good morning. Curt Launer, from CSFB. | just want to go back and try to recreate some of

the accounting that went an during the year 2000 pursuant to what was already disclosed inthe

footnotes. In other words. had the parinerships not been parnt of certain of the fransactions diring

E 31138
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the year 2000 and, in fact, if we were trying to recreate the income statement, what wouks have or

could have the eamings baen in broad terms?

And then, if we could move that queslion ahead and talk about where we would be in the year
2000 and 2001, knowing that you've talked about $1,80 into 2001 and $2.15 in 2002. it looks to
me like those would still be the estimates we would use regardiess of the impact of the
parmerships. But | do want {0 go back to 2000 first and establish the base reiative 1o the

broadband and other entries that the pannership was invoived in.

Male. Can we do that? Rick Causey, Chief Accounting Officer.

Rick Causey: Cutl, it's Rick Causey. The best guidance { can give you on that is that thers are

disciosures that show the impacts of the transactions with these (entities), related-party footnotes

(for either of) those ((inaudible)) looking . ((inaudible)) forward esti Uinsudibie))

income {{inaudible)).

Male: The §1.80 for this year and the 2,15 for next year will remain unchanged, unaffected.

Curt Launer. OK. Thatis the critical issue, obviously. But | did want to go back to 2000 and reference
some of the things that have already been disciosed. There's $35 mitlion rejative to (dark) fiber
sales and 5o on and so forth. And to some degree, those transactions could have occurred with
or without the partnership. But the fact of the matter 1s. they did occur with the partnership in

place. So if thal's the order of magnitude that we're talking about, we know how 1o adjust for that.

Male: Well, that's correct. Again, what | referred to was, in fact, the revenues associated with the
partnerships that were disciosed have always been disclosed as related-party transactions. You
are correct in that obviously these actions were done with the partnerships. They could have

obviously been done with other entilies. as well, {if} that were the case, with the similar results

E 31139
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Male: Yes. | think that's the answer, Curt. { mean, | think they were done at the partnerships. But they
could have been and would have been done eisewhere. And there would have been ne impact
on the ~ on the eamings.

Curt Launer: OK. Thank you. That s the key question.

Operator: We'll next take a question from Jonathan Reiss, with John Levin & Company. Mr. Reiss?

Femaie: Operator. fet's continue.

Operator. OK. We'll take our next guestion from David Knott, with Knott Partners

David Knott: You, when you were at the Lehman Brothers, promised to be more transparent with yout
financial disclosure. And yet, you just issued a quarterly release and you don't give us a balanu(k

sheet Is there a reason for that?

Male: David, in fact, the balance sheet, it usually doesn’t come together untit a week or so after the

earnings are, in fact, concluded.
David Knott: When will we be provided with one?
Male: Well, we typically provide that at the time of the 10-Q. It will be filed, obviously, by November 14th.
Male: What we have...

David Knott: Are you taking the full time to file it?

E 31140
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Male: That's historically what we've done. We endeavor to file it 28 SOON as possible. Typically, that's

been on ((inaudibie)).

David Knott: Wel, if the balance sheet's available a week after the — it's put logether a week alter the

earnings, could it not be made available sooner?

Male: David, we will look atthat. And, indeed, in future quarters, we may even rescheduie the time when
our eamings release comes cut so, in fact, we can provide both earnings and baiance sheet at
the same time.

David Knott: Thank you, because it'd be heipful.

Male: Next question.

Operator. We'll next — take the next question from Raymond Niles, with Salomon Smith Barney.

Raymond Niles. Good moming. One of my questions has been asked aiready in regard to the earnings.

But | wanted just to clarify so | fuly understand it with regard to the reduction in shares

g and what the entry is that results in no net change in EPS. Maybe you can

once again. clarify that, the 62 million shares.

Male: Ray, the — I'm not sure of your iast point about no change ((inaudible)). It is correct that the 62
miliion snares were — was the impact on fully diluted shares outstanding in the third quarter. In
the fourth quarter, there will be no shares outstanding associated with this (because) obviously,

since the transaction is {(inaudible)). Does that answer your question, Ray

Raymond Niles: So shares outstanding is reduced by 62 million shares for purposes of the EPS

calculation?

E 31141
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Male: Thatis correct. There's - the number was approximately {912. ] beteve, milior: shares} at the third
quarter. And you'll see something roughly 80 million short of that  Obviousiy, there's other things

that impact that quarter to quarter. But expact something more in the 850 range.
Raymond Niles: Would there have been any reason to increase eamings guidance an an £PS basis?

Male: Ray. we've nct bacause bviously, you know, we started off the year with guidance of $1.70 -
§$1.75. We've increased that to $1.80. But we've held that $1.80 despite, obviously, the economy
going somewhat softer. And we think we can certainly make the $1.80. But we certainly haven't

had an increase ({inaudible)). But we stili — we still have (2.15) for next year. at [east — at least for

the time being.

Raymond Niles: OK. Thank you.

Operator. We'l next take 3 question from Rose Eiland-Smith, with White Asset Management.

Rose Efland-Smith: Good merning. | have three questions. The first question is about the bank
commitment covenant for debt to capital to remain lower than 65 percent, Could you define for us
what constitutes debt in that covenant calculation and indicate whether there are any conditions

under which the Marlin Water Tryst or other off balance sheet financings would be included in

that caiculation?

Male' They are not. | would hesitate to attempt to define the debt use. You recall. the definition of debt,
as | don’t have the revoiver here with me, but those instruments are not included in that /

caleuistion.
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Rose Eiland-Smith: OK. So. there would be no, say, rating change triggers or anything that wil cause [#

them {0 become part of that debdt calculation?
Male: That is correct, F
Rose Eiland-Smith: OK, thanks. Second question is about Marlin Water and the other trusts. With near

term debt maturities, what is Enron’s current plan for paying those maturities in terms of your

funding mechanism? Are you focused now on asset sale proceeds, or do you pian to proceed

with ing cunvénibbe [ held in trust? And the other part to the second question is

about the rating agency i for retaining or maintaining Enron's curent ratings and tne

impact of the funding mechanisms that you choose for these near term maturities on your

ratings”?

Male: Certainly. In the case in each of the Asbury and the ((inaudible)) , the intent
isto t;epay those financing through asset dispositions. if in fact we have 10 supplement the

of asset di iions with equity we would do $o.

Andrew Fastow: This is Andy Fastow. Letme add to that. that as mentioned by Ken in the third quarter
call and we briefly touched on it here again today, we have, | think, bagun in earnest our asset
disposition program. You've seen announcements over the course of the last couple of months

the saie of ag ~ definitive ag for the sale of our (Segrio) property in

South America, {(Echo Electrica), our india E&P properties, as well as Pontiand General. And 50,
if you begin to add il of those cash proteeds together, there is 3 significant amount of cash that

to be received by Enron if on closure of these transactions.
Rose Eiland-Smith: OK | understand that. And ! guess it's in light of having heard about those prior

plans that | asked the B part of the question, which relates to the rating impfications of using asset

sale proceeds to make these payments. given that the trust struciures were originally
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contemplated to be off balance sheet in orger 1 held preserve Enron’s rating on the premise tnat k—

Enron wouldn't need to SUPPON these debt maturity repayments by seliing their Own assets.

Nale: Weil, 1 have two comments to thal. One, over the Iife of these trust structures. Enron has in fact

issued sizable amount of equity, ipally through its D So, from that

. perspective equity has been issued over the life, and that was expected by the agency.
Secondarily, certainly we believe that we will dispose over tme the assets held Dy the trusts. We
have discussed with the agency that it may weil be that we dispose not only of assets of the trust

but additional assets as well. And the agencies have taken those comments into consideration in

there.

—

Rose Eiland-Smith: What assurance 86 you have that if you do use asset sale proceeds 1o pay off these

near terrn maturities that the agencies won't change their g ion to put alt your off

balance sheet debt on balance sheet based on this demonstrated support of off balance sheet

financing that occurs with the repayment of near term maturity for asset sale proceeds?
——

Male: Again, we have fully discussed these mechanics multiple times with the agencies and remain }

and with the ic as described

Rose Eiland-Smith; OK. Thanks. My last question is about CP finance findings and cost trends. Can
you just comment on how recent CP issuance costs compare to, say, year over year costs of

whatever in terms of giving us an idea of how much those costs may have increased?

Male: Sure. As you know, the base rate has declined substantially. Sc. the (all in} rate is very
inexpensive on historical terms. The spread is wide by hustorical standards. but not unreasonably
so. Yesierday's cost and placement of CP was approximately three percent annualized. It

pushed CP out into November.
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Rose Eiland-Smith: And how does that spread compare, say, year over year or...

Mate: The spread in thal market is quite volatile. S0. attimes the spread could be as tight as 1010 15
basis points 10 LIBOR and, 3t Smes, as wide as 50 or more. Sg, by historical standards. #'s wide,
but not unprecedentally so, especially when there are disruption in the CP market and multiple

users in the (H&P) market special.
Rose Eiland-Smith; OK. S0, it's on.a 50 or more end of that spectrum right now?
Male: Yes.
Rose Efland-Smith. OK, thank you.
Operator. We'll next hear from Richard Grubman with Highfield Capital.

Richard Grubman: Yes. Hi. Good moming. To follow up on the fast questioner's inquiry, the assets that
you announced for sale, such as Portiand General, are not assets of Maglin or Osprey. And |
—_—
guess in light of the $3.35 billion of capacity you outiined against which $1.850 of CP is aiready

drawn, Marlin - my question Is about reserves with respect to Marlin,

Marfin's got roughly $1 billian of financing outstanding due in the next 18 months or so. All the 3 Z’_
proceeds from Marlin's debt issue were basically paid to repay the loan to Enron Water, which left
Mariin with 3 third Mx( which based on the math you gave us on the write down of your own
shares of Azurix last week is worth about $100 million. So, .it would appear that the support of

your imminence remain in that case to the tune of almost $1 billion. Have you taken any reserves

against that liability?
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Rick Causey: This is Rick Causey. The ponti would make is that the Martin Trust structure hias assets
in it, as you said of Zurich's ~ obviously Azurx - F'm not sure of the math you've done 1o come up
with that caiculation. The point | would make is that Azurix contnues to owner of Wessex Wate%

which is a very successful utility with a lot of value, obviously iocated (in).

Richard Grubman: Well, again, you valued Azurix at about $900 million when you bought the third in at
eight and three-eighths a share. And you own two thirds and the Water Trust owns half and /
Mariin owns — | dom’t know if it's two thirds, but Marlin owns half of that. So, that's athird. So, - L
50, Mariin's stake is 300 on the original 900 and then you wrote your 600 down 287 after tax, or
roughly 400 pretax. You wrote it down by two thirds. So, rough numbers, the 300 at Marlin

becomes 100 and there are no other assets other than the biock of Azurix

@MNum also has close to $2 billion of its own debt. So. if
the piece is worth the same amount in both pockets, am 1 pressing, | guess, those stands? |t
locks to me like you have close to $1 billion Hiability that is going to be supported exclusively by
Enron’s support agreement. And I'm curious why to the last question at this paint there have

been no reserves or no inclusion of that liability in the overal fiabilities of the company.

Male: 1 think the only clarification that might heip you. Richard, is that the — what loss we recorded in the
third quarter associated with our portion of a Azurix's impairment of certain assets on their book,
not a write dcwn of our investment at (Azunix’'s pull). So, we pick up our equity interest, their
income or loss. If it's a loss, we associate it wilh the write down of certain assets that are now

being heid for sake by Azurix.

Those assets were written down ta net value, i market vaiue ({i ) that

they're being held for sale. We picked up our share of that loss 35 would be required under [l’

equity ing. The ining assets Azurix pringipally Wessex was considering both
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Azurix's overall position and any other additional impairments that need to be mage and ours.

We're comiortable with where we stand on 1t.

Richard Grubman: 5o, in the best case. the asset’s wonh $300 million. in which case the geficiency is

$700 milion. What's..,

Male. 1 would point out obviously that you can't - you're mixing historical cost accounting and market F_

value, assels that have vailue in excess of what they may be on the books that are not written up.
Richard Grubman: OK. So, please tell us what the S1 billion worth of assets at Marin is.
Male: it's the Azurix and Wessex Water.
Mate: it's mainly Wessex Watsr, Richard. And...
Richarg Grubman: But the Wessex is owned by Azurix.
Male: Correct.

Richarg Grubman: So, you can’t count them both. if the Wessex is owned by Azurix, what's the Azurix

worth including Wessax?

Male: Again, the charge takan in the third quarter reflects to - relates to reflecting all assets held for sale

by Azurix to market vaiue, and we picked up our share of that.

Richard Grubman: Fine. Let's go back to the transaction where you bought a third of Azurix for roughly...
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Kenneth Lay: Richard, iet me intercede here for a minute. Wessex Water (s the asset remaining'in
Azurix. That's 99 - or 90-something percent of it. And, in fact, €van over the last month or six
weeks our outside auditors have reviewed Wessax and in fact have determined that inere is no
impairment required. Now, | know yOu want to drive the stock price down, and you've done 3

good job at doing that, but | think that's that. Let's move onto the next question.

Richard Grubman: That's pointiess.

Kenneth Lay: Let's go to the next question, Richard. You're monopoiizing the conference. We've gota

{ot of penple out there with real serious guestions.

Richard Grubman: in difference, | wouks appreciate an answer to the question. That's fine i you move

on. { think everybody undarstands why. Thanks.

Maie: | think in fact we've answered the question, but you wort't accept our answer. Let's move on,

Operator: Next we'll hear from Howard Kaminsky with King Street Capital,

Howard Kaminsky: Hi. ! certainly don't want to beat a dead horse. What ! would like to know is there are
a number of off baiance sheet financing ~ Marlin, Osprey. And if's very confusingtomatotry io
understand what the true potential dilution might be to the extent that there was a trigger event.
Now, I'm not suggesting that there will be one, but I'm just trying to gauge how much patential
dilution there might be to the shareholders to the extent that you were downgraded to below

investment grade, That's,..

Mate: Well, | will start off with that. First of all, we'd have to be downgraded three notches to go below

investment grade. And there's - at least we don’t think there’s any chance of that  But, Dan or

Andy, you want to agdd?
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Male: That's fine, thanks. 1 think that says it all.

Male: And, indeed, | will reemphasize, since I'm on the phone. that we are committed to maintaining our
rate. We've said that repeatedly. We're working -obviously, with two of the three raling agencies
have aiready confirmed our ratings. Certainly, Moady's - we're working with Moady's. Moody's

says they want to work with us. And we are commited to maintaining our ratings.

Rick Causey: | guess.~ this i Rick Causey. Just another comment on those as it relates to both of those
entities you referred to. They are, again, a traditional asset ownership structure with underlying
debt on their books. Obviously, in the event of any event, the assets are the primary source of
repayment of ail the obligations of those entities. And to the extent that those assets were to be
sold or something, that would be the primary source of repayment of any debt or equity

associated with these entities.

Qur - the doubie triggers that nave been referred ~ or at that point, any shartfail then would be —
would default to Enron and again be repaid with procesds from whatever source we deemed
appropriate to fund those proceeds. But to answer your questian is a difficult one because it
would require us 10 assume that {all of these) were wound out today and exactly what proceeds.
Again, we feel like that the overall structures are approptiate and that the assets can be used to

support the underlying.
Male: And to Ken's point, our rating is strong and we will in fact defend it.

Howard Kaminsky: 1 understand. Could you just tell me what was the whole purpose behind the Osprey W_

transaction?

Ben Glisan: | could speak to that In...
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Kenneth Lay: And this is Ben Glisan, the Treasurer.

Ben Glisan: In 97 and '98 Enron nvested in a number of different areas simuttaneous'y and we were
expanding a couple of our different larger businesses. That was creating balance sheet
expansion. And there was as fundamental capital structure ((inaudible)), which was to either f
expand the baiance sheet permanently at that point or ultimately be deployed capital from other
sources o accommodate that incremental investment. These structures accommodated that
latier decision. That is precisely what occurred. So, these structures provided Enron a period of
time over which it couid sell either the assets in the structure or raise other capital. thus that it

would not have to permanently expand the balance sheet at the time the other investments

{(inaudible)).

Kenneth Lay: And | will underscore again that the assets in these instruments are, for the most part.
traditional energy assets — power plants, gas distribution businesses and so forth. And again, as

Rick said, we think the value of the assets fully support these instruments.

Howard Kaminsky: Well, the asset — Osprey is coilateralized by the limited partnership investment [ take

it the real assets are held at Wingate.

Ben Glisan: Yes. The partnership that Osprey invests in a partnership called K

Howard Kaminsky: White Wing, I'm sorry.

Ben Glisan: And White Wing has two classes of assets. One class, as Ken mentioned, are traditional
energy investments that are heid globally, so some European power stations, Central American
Latin Armerican energy equity investments and so forth, as well as Enron stock. That-a

convertible preferred
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Howard Kaminsky: Right. Just the marketable preferred

Ben Glisan: Correct.

Howard Kaminsky: | just want ta reiterate that to the extent that when these securities maturé in ‘03, if
there is a deficiency, that Enron will meet that deficiency with either oroceeds from asset saies or

equity contribution.

Ben Glisan: Yes.

Howard Kaminsky: Thank you very much

Kenneth Lay: And again, we think the proceeds will be — based on current valuations, we think the

proceeds will be adequate to cover that.

Next question, please.

Operator: We'll next hear from Dan Nordby with Alliance Capital

Dan Nordby: Good morning, Ken. A coupte of questions Let me take a stab at a worst-case scenano
here. And I'd appreciate you telling me where my thinking is off. On this junior conven preferred,
the $1 billion roughly. if by some calamity the (make hold) provisions got triggered by the stock
price and downgrades and assuming you couldn't raise a penny in assets. which of course is not
true, with the stock down here in the iow 20s, presumably you'd have to issue about 50 million
shares of stock to make that whole, which would be about eight percent dilution. Is that a worst-

case scenano here on this?
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Kenneth Lay: Actually, for the Osprey transaction, which is the r2nSaction you're descritang, in your
math, which | agree is the absolute worst case, the total proceeds that would need to be raised is
not $1 billion but rather $4 billion. But that's why we continue 1o say that asset dispositions wiii
make up the largest component of those proceeds. And, in fact, as Angdy mentioned we're well

on our way facing those proceeds.

Dan Nordby: So, that implies that to the extent you couldn't under 2 worst worst-case get anything for the

assets, there'd be something on the order of, what, 15 to 18 percent dilution or more?

Maie: You'll have to trust your math. | don't have my calculator in front of e, but that sounds comect.
But remember. there are assels in White Wing that we would be selling. So. you're assuming
that there's $2 .4 billion of assets in White Wing itself that we coulan't sell at all, we couldn't ~ that

are worth zero, which seems to be an awful harsh assessment.

And furthermore, there's a large portfolio of assets on our balante sheet that we are aiso looking
to dispose as well. And you're assuming that we could not dispose of any of those, wnich is

extraordinarily harsh given that outiine close to $4 billion now of eight disposition transactions.

Kenneth Lay: And again. of course, as we said, these are traditional energy assets  But in some of those
power plant assats, they have ng-term contracts with like A rated or AA rated utiimies that i fact
Justify the value that we're putling them at. So, it's not a matier that all of a sudden they just

collapse to zero,

Dan Nordby: Right Yes. | understand that. I'm just kind of trying to test this for a worst-case exposure

here.

| guess the second question is a little more qualitative. And that is that despite your comments at )i/

the beginning about the faith that the board has in the CFO funciion here, there do seem o be
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legitimate questions that can and should be raises about how significant cash fiow and capital

has been aliocated in some of these manners over tne last couple years. And | certamly woulan't

expect you to comment on conflicts of interest there are | But what
things have been put into piace 10 make sure that this doesn't get unfocused angd undisciptned

going forward?

Kenneth Lay: Let me first say from the standpoint of LIM and Andy's roie in m#t. obviously the board and
of course even the iawyers and the auditors and everybody eise recognize that taere would be an
inherent conflict of interest there. And basically, the board ceveliped and prescnbed certain
procedures and how in fact that could ~ that in 13¢t would be dealt with and primarily in a way that

Enron’s interest and Enron’s shareholder's interest would never be compromised.

And | wilt also say that having checked just in the last severat days those procedures have been
vety rigorously foliowed. 5o, we do not -~ we're very concermed the way Andy's character has
been kind of loosely inrown about over the last few days in cenain anicies as well as. of course,
the integrity of the company. But we think in fact that ali of the nacessary protections and
procedures were put in place on the front end to make sure that Enron sharehclders were in fact

fully protected.

And | guess as 3 queston going forward, certainly just in this environment. if nathing efse. { think

everybady's ing more discipli in capial And certainly we've had this

discussion with our teamn, And think surely probably most companies wouldn't make as large
investments in many areas as they dig one or two years ago, and that's certainty true with Enron.
We're very much in @ very disciplined mode, at the same time making sure that our key
executives and our core businesses - our wholesale, retail and pipeline businesses - know that

they've got good projects or need for capital we're going to prowide it for them.
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Dan Nordby: | app this. ¢ your willing 10 have this call and, for what it s worth, urge

you to continue 10 have them # confusion persists going forward.
Kenneth Lay: | appreciate that. And | think | did comment at the start that we do ntend D cothison a
more regular basis here for a while because we do want to try 1o make sure that the facts get out

We know there are a lot of rumors getting out, lot of speculation getting out. and obviously it's

done a lot of damage to us over the last few days. But we're irying our best to get the facts out.

Dan Nordby: Thanks.

Operator. We'll next hear fram David Fleischer from Goldman Sachs.

David Fleischer Hello, Ken.

Kenneth Lay: Hi. Davio.

David Fleischer: This was going to start out as a question if | had been calied earlier, but | think several

of them that | was going to ask most about have been asked. | guess what I'd like to do is make

this partly 3 ion, but more of a and just point out. with all due respect. that what

you're hearing from some of ihese pecple and many others that you haven't heard from in this

call is that the company's ility is being y i and that there really is 3 need

for much more disclosure. Ang | appreciate where it's reat difficult for you to get into a iot of
details on one specific issue with one questioner, but that's exactly what | think needs to happen

over maybe a series of conference calls

There is an appearance that you're hiding something or that you just don't want 1o ~ that maybe
there's something beneath the surface going on that is less than - that may be questionable. }

guess you need to do everything in your power to explain to investors, to demonstrate to
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investors that your dealings are above board, that the impacts and potential impacts are not
negative for Enron, that everyone isn't questioning all these. And so. | would urge you to have
daily conference calis or almost daily conference cails to try to expl@in this with cutside auditors to
- with whoever to really through these because | think it's absolutely critical to the company that
you do that. The disciosure in the footnotes that - one of the questions that Rick said the

is there in the

i, for one, find the disclosure is not compiete enough for me to understand and expiain all the
mtricacies of those transactions. And that's why there are so many questions here. And | think I
you're now in a position where you really need to give us a lot more information. notwithstanain,

the fact that you probably want (o place limits on that,
But that would be my comment to you.

Kenneth Lay: Well, David, | appreciate that. And certainty, as | also said earlier there are limitations on
what we can or should talk about with LIM in particular or related party transactions in general
because of both lawsuits, potenitial lawsuits as well as the SEC inquiry. But again, as you know|
we are frying to be as transparent as we can. Wa're trying to provide information. We re not

Tying 1o conceal anything. We're not hiding anything

Probably we scrubbed and rescrubbed and rescrubbed things more in the last coupie months
than we have in a long, long time. And as you know. in the second quarter - well, first of all, third
quarter results told you and everybody eise that we're going to provide (lease) aliocation of
capital numbers from the capita! deployed numbers for ail of those different segments at year end
50 you can really begin tracking the returns on investment in different segments. And indeed, I'm
very sorry about the misunderstanding to the extent there was a misunderstanding on the $1.2

bitlion equity reduction.
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That — & was deemed that that was not necessary 10 put in the gamings release or, for that
matter, even put out publicly until the 10-Q..but we made the decision to put.it out at the same
time of the eamings. And my conference call comments is to get everything out tnere. as we did
some other things in those comments. Wae're raally trying to make sure that the a2nalysts and the
sharehoiders and the debt holders really know what s going on here. So, we afe not trying to

hoig anything back.

David Fieischer: OK thank you. | do think we need a lot mare here. Thank you.

Operator. We will next hear from (Dusty Turk) with Simmons.

{Dusty Turk): With Simmons. | applaud your move towards more financiai disclosure as well. One of the
things that came out in the financial disclosure was the giobat assets portfolio, which is a $6
billion portfolic with only about $12 million of EBIT year to date. Couid you talk about how you
look at asset write downs in this portfolio and what you intend to do to improve the eamings in the

portfolio and give some specifics if you can by some of the assets in the portfolic?

Kenneth Lay: Well. number one, and again. as we 3aid 1n the third quarter eamings ¢all, we — in fact,
both we and our outside auditors had already looked at all of our assels 1o determine if we had
impairments under the new goodwill accounting ruies that take effect first quarter next year. And

as you probably recall, out of that review, indeed there was somewhat less than $200 million of

that will be required in the first quarter out of our whole portiolio. And clearly, i there
are impairments other than that, why then of course Arthur Andersen as well as our internat

accounting staff would require that we write that down alsa,

Now, as to those assets and eamings so hittie, and 1 agrae with that, i've now put the operation of
those assets under Stan Horlon's group. Stan Horton's been running our pipetine group and our

utility group in North America for quite some time, We think he's one of the best in the world
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running those kind of 8ssets and businesses and getung the most return out of tnem. § tinx,
number one, he will fing, and he atready has as @ maner of fact, just going through the budget
reviews and everything he's done over the last two months finding ways ta improve earnings from
that group of assets. But secondly, as you well know. 8 lot of those assets a7e targeted for
disposition. And, of course, at least (Sigrio), which is a gas distrbution business in Brazil, we
sold that to Pelrobras and that should close, as Andy said, over the nex: 30 days. Were making
progress on a number of other assets. So. we hope botn i increase returns and cash flows from

this group of assets at the same time that we reduce the totai doltars invested
{Dusty Turk). Are you looking at any additiona! capital investment in that porttolio?
Kenneth Lay: it will be modest. Obviously, you'll continue to do what s necessary to maintain reliability

and safety. And there may be 3 few incremental investments that will in fact enhance earnings

from assets we already own. But as we've said for some time, we are de-emphasizing our

in large infra projects in ping countries, and that's what most of those

are.

{Dusty Turk): Very good. Thank you.

Kenneth Lay. Thank you.

Operator: We'll next hear from John Clson with Sanders, Monis & Harnis

John Qlson. Good moming. gentiemen,

Kennath Lay: Good morning, John,
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John Olson: | think it would be important in terms of credibility to restore it @ ittie bit if you would be 50 /
kind as to have Andy Fastow describe the role he played as a general partner in LJM-1 and LUM- (L-’

2 and how closely monitored he was and how — what kind of review was impased on the general

partner role.

Kenneth Lay: 1 think, John, and particularly with the SEC geciding that they're going to come in and look

this will finally put all of these issues to

at this, which as | §3id we
rest. But | think because of that | woukl prefer that Andy not get in too much detail as far as LIM.

And let me say there was a Chinese law between LJM and Enron.

And what | did say eartier was that we — that the board put in place and the company adhered to

some very strict procedures, which woutd ensure thal any time anybody inside of Enron was

dealing with LIM there wouid be a process whereby in its shareholder's interest would be

paramount. And keep in mind that we did not have to put any projects or investments in LJM or K
any of the other vehicies related to LJM. So, it's strictly discretionary. And obvicusly it had to be

in Enron's best interest before those investments or projects were put in there.

John Olson: | - the “Wall Street Journal” makes a circumstantial case on a number of points. It might be

helpful if you woutd be able to put out something just answenng them on a point-by-point issue at

some point yourseives.

Second question, if | may, is the $1.2 billion of equity thal was basically created through a
synthetic transaction why did Arthur Andersen have you put it on the books? Was this really

equity or was it something eise, a piece of paver?

Kenneth Lay: Rick?
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Andrew Fastow: it did relate to a contingent - it was (four) equity COmmitments and, in fact, equity ang
contingent share commitments. And those were recorded and, again, obviously included i the

eamings per share calculation untit such time that those were terminated.

John Oison: OK. Third question, it might be heipful, too, gentiemen, if you would make avaiiabie the

of the various par hips | gon't think that it's any sweat off your backs in
terms of disciosure or whatever. But if you would be able to make available White Wing and
Atiantic and LIM-1 and 2, | think you would aiso go a long way towards settiing any real or

imagined issues here.

Final question, if | may, what is the mai capital spending of the pany now?

Andrew Fastow. The maintenance capital for the balance of the year is approximately $175 million.

John Oison: And is — can | annualize that to $1.1 billion or $1.2 billion or whatever?

Andrew Fastow: 1 think that's dangerous. | guess | would prefer to address it again in a follow-up calf

because ! did not — [ don't have that number at my fingertips and we typically — it's straight

It doesn't Hy (hold).

John Oison: Thank...

Kenneth Lay: But we will provide that, John. We'll be happy to provide that. And also. we certainly wilt

look at pi ing the i on these other structures

John Oison: Thank you very much.

Kenneth Lay: | think we're going to have to stop there, operator. And if | could just kind of wrap it up
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As we said in the release yesterday, we are continuing to be focused on our core businesses and
delivering value lo our customers around the world. Bul we also want to take the ime we need to
keep all of you informed. We will set up another call in the next couple of weeks. mayvbe sooner

depending on events. Additionally, we will be posting on our Web site frequently asked questions

and in order to get jon out to you quickly starting late this afternoon.

So, again. thanks for participating in this call and thanks for the questions.

Operator: That concludes today's conference. Thank you for your participation

END
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Pai, Lou L. Sold 01/08/1999 $31.920 49 850 $1.591,212

Chairman & CEOQ Sold 04/19/1999 $34.720 640 $22,221

Enron Excelerator Sold 01/21/2000 $72.080 6,400 $461,312
Soid 01/2172000 $72.080 82,060 $5,914,885
Sold 01/21/2000 $72.080 18,900 $1,362,312
Sold 01/21/2000 $72.080 180,170 $10.624,254
Sold 01/21/2000 $72.080 42,470 $3,061,238
Sold 02/25/2000 $65.040 5,200 $338,208
Sold 02/25/2000 $65.040 4,800 $312,192
Sold 03/07/2060 $72.020 100,000 §$7,202,000
Sokd 03/22/2000 $74.570 1,243,212 $92,708,319
Soid 03/22/2000 - $74.570 461,468 $34,411,669
Sold 03/22/2000 §74.570 56,820 $4,162,487
Sold 03/23/2000 $73.740 298,400 $22,004,016
Sold 04720/2000 $71.500 36,400 $2,602,600
Sold 04/25/2000 . $72.310 473,600 $34,246.016
Soki 04/26/2000 $74.000 20,000 $1,480,000
Sold 051022000 §76.000 70,000 $5,320,000
Soid 05/04/2000 $75.000 100,000 $7,500,000
Sold 05/10/2000 $74.630 300,000 $22,389,000
Sold 05/11/2000 $77.740 100,000 $7,774,000
Sold 051572000 $7T7. 780 15,868 $1,233,898
Soid 05/15/2000 $77.760 84,132 $6,542,104
Sold 05/16/2000 $78.170 86,050 $5,163,128
Sold 06/16/2000 $77.830 100,000 $7,783,000
Sold 05/17/2000 $78.080 200,000 $15.616,000
Sold 06/17/2000 $77.7110 33,950 $2,638,256
Sold 05/18/2001 $54.140 300,000 $16,242,000
Sold 0572372001 $55.710 90,000 $5,013,900
Sold 05/24/2001 $54.030 160,000 $8,644,800
Sald 05/25/2001 $53.110 101,472 $5,389,178
Sold 05/25/2001 $53.110 198,528 §10,543 822
Sold 06/06/2001 $52300 32611 $1,716,015
Sold 06/06/2001 $52.280 22,8618 $1.192,925
Sold 06M7/2001 $50.520 6,086 $307.465

5,031,105 $353,712,438

Lay, Kenneth L Sold 02/22/1999 $31.770 100,000 $3,177,000

Chaiman of the Board Sold 02/23/1999 3$32.450 100,000 $3,246,000
Sod 04/20/1999 $33.690 100,000 $3,369,000
Sold 04/29/1999 $36.640 100,000 $3,664.000
Sold 05/1011889 $37.480 50,000 §1,874,000
Sold 07/2111999 $42.600 110,770 §4,718,802
Sokd 0772111999 $42.625 50,000 $2,131,250
Soid 09/03/1999 $40.180 148,881 $5,987,948
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T
Sold 04/20/2000 $70.810 35,000 $2.478,350
Sald 04/26/2000 $73.060 86,800 $6.341,608
Soi¢ 050472000 $74.720 154,300 $11,529,205
Sold 05/04/2000 $74.660 50,000 $3,733,000
Sold 05/08/2000 $75.700 22,500 $1,708,250
Sold D8/24/2000 $85.750 25,000 $2,143,750
Sold  0B/24/2000 $86.360 50,000 $4,318,000
Sold 11/01/2000 $83.130 3,534 $293,781
Soid 11/04/2000 | $83.180 500 $41,595
Sold 11022000 ' $83.560 500 $41,780
Sold 11/02/2000 $83.520 3,534 $205,160
Sold 110372000 $81.000 500 $40,500
Soild 1110372000 $61.000 354 $286,254
Sokd 11/06/2000 $78.250 3,534 $276,536
Sold 1170672000 $78.370 500 $39,185
Sold 11/08/2000 $82.750 3834 $292,439
Sold 1108/2000 $82.970 500 $41,485
Sold 14092000 | 382970 3534 $293218
Sold  11/10/2000 $82.750 500 $41.375
Soid 11/13/2000 $78.250 500 -$39,125
Sold 1111472000 $80.000 3534 §282,720
Sokd 1111572000 $79.940 500 $39,070
Sokd 11/15/2000 $79.940 353 $282,508
Sold 11/16/2000 $81.630 35M §283,480
Sokld 11/16/2000 $81.630 500 $40,815
Soki 11/17/2000 $80.470 500 $40,235
Sold 11117/2000 $80.560 35M $284,699
Sokd 11/20/2000 $81.370 3,534 $287,562
Sold 11/20/2000 $81.370 500 ' 840,885
Sold 111212000 $80.750 3,534 $285.371
Sold  14/24/2000 i $60.750 500 $40.375
Sold 11/22/2000 $78.630 500 $39.315
Sold 11/22/2000 $78.630 3,534 $277,678
Sold 11/2412000 $77.580 3,534 $274,203
Sold 111242000 $77.620 500 $38,810
Sold 11/27/2000 $79.310 3,534 $280.282
Sold 11/27/2000 $79.340 500 $39,670
Sotd 11/28/2000 $79.000 3,534 $278.186
Sold 11/28/2000 ! $79.000 500 $39,500
Sold 1112012000 ' $77.410 3534 $273,567
Sold 11/29/2000 $77.410 500 $38,705
Sotd 11/3042000 $70.970 3,534 $250,808
Sold 11/30/2000 $71.000 500 $35,500
Sold 12/01/2000 $67.190 500 $33,585
Sold 12/01/2000 $67.220 3,534 $237.555
Sold 12/04/2000 $67.250 3,534 $237,662
Sold 12/05/2000 $67.250 500 $33,625
Sold 12/06/2000 $68.650 3,534 $242,750
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Sold 12/06/2000 ! $68.690 500 $34,345
Sold 12/07/2000 §72.780 500 $35,390
Sold 12/07/2000 $72.780 3534 $257,205
Sald 12/08/2000 §71.000 3,534 $250,914
Sold 121172000 $74.500 500 $37.250
Sold 1211172000 $74.500 3534 $263,263
Sold 12/12/2000 $76.030 500 $38,015
Sold 12/12/2000 $76.030 3,534 $268,500
Sold 12/13/2000 $77.130 500 $38,565
Sold 12/13/2000 $77.130 3534 $272.577
Sold 1211412000 $76.500 500 $38,250
Sold 121472000 $75.000 3,534 $285,050
Sotd 121412000 | s75.000 500 $37,500
Sold 12152000 = $77.250 3534 $273,002
Sold 1211572000 $77.280 500 $38,840
Sold 12/18/2000 $76.500 3,534 $277,418
Sold 12/18/2000 $78.500 500 $39,250
Sold 1211972000 $79.750 500 $39,875
Sold 12/19/2000 $80.030 500 $40,015
Sold . 12/21/2000 $78.030 3,534 $279.292
Sold 12/24/2000 $79.030 500 $39,515
Sold 12/22/2000 $81.190 500 $40,585
Sold 12/22/2000 $79.470 500 $39.735
Sold 12000 | $79.470 3,534 $260,847
Soid 12/26/2000- $82.380 500 $41,180
Sold 12/26/2000 $82.380 3.534 $291,131
Sold  12/271/2000 | $63.000 353 $203,322
Sold 1272712000 $83.000 500 $41,500
Soid 12/28/2000 $85.940 354 $303,712
Soid 12/28/2000 $82.840 500 $41,470
Soid 12/29/2000 $84.060 354 $297,068
Sold 12/29/2000 $84.060 500 $42,030
Soid 0110372001 $77.940 3,534 $275,440
Sold 01/03/2001 $77.840 500 $38,970
Sold 01/04/2001 $72.250 500 $36,125
Soid 01/04/2001 $72.250 3,534 $255,332
Sold 01/05/2001 $72.180 500 $36,005
Sold 01/0512001 $72.180 3534 $256,119
Sold 01/08/2001 $71.530 500 $35,765
Sald 01/08/2001 $71.660 3534 $253,245
Sold 01/09/2001 $70.830 500 $35,265
Sold 01/09/2001 $70.630 3,534 $249,606
Sold 01/40/2001 $68.750 500 $34,375
Sold 01/1112001 $69.090 500 $34,545
Soid 01/11/2001 $69.080 3,534 $244,164
Sold 01/12/2001 $69.500 500 $34,750
Sold 01/12/2001 $69.500 3534 §245,613
Sold 01/16/2001 $69.260 500 $34,640
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Soid 01/16/2001 $68.280 3,534 $241,302
Sold 01/17/2001 $68.750 3,534 $242,963
Sold 0111872001 $71.560 500 $35,780
Seld 01/18/2001 $71.580 3,534 $252,893
Sold 0171672001 $70.240 2,020 $141,885
Sold 01/18/2001 $71.060 1514 $107,585
Sold 01/22/2001 $73.380 500 $36,690
Solg 01/22/2001 §73.380 3,534 $258,325
Soid 01/23/2001 §77.160 3,534 $272,663
Sold 0172472001 $80.250 3,634 $283,504
Sold 01/24/2001 $80.250 500 $40,125
Seld 01/25/2001 $80.410 3,534 $284,163
Sald 01/25/2001 $80.410 500 $40,205
Sold 01/26/2001 ; $82.000 3,534 $209,788
Sold 0173072001 ! $79.880 3,534 $282,649
Sold 01/30/2001 } $80.000 500 $40,000
Sold 01/31/2001 $79.880 500 $38.940
Sold 0173172001 $79.880 3534 $282,296
Sald 02/01/2004 §$78.830 2,500 $197,075
Sold . 02/01/2001 $79.050 500 $39,530
Sold 02/02/2001 $78.770 2,500 $196,925
Sold 02/02/2001 $78.770 500 $38,385
Sold 02/05/2001 $80.460 500 $40,245
Sold 02/05/2001 $680.4%0 2,500 §$201,225
Soid 02/08/2001 $80.810 2,500 $202,025
Sold 02/06/2001 , $80.780 - 500 $40.380
Sold Q207/2001 $80.400 500 $40,200
Sold 02X7/2001 $30.000 40 $3,200
Sold 02/07/2001 $80.300 24,690 $1.984,828
Sold 02/08/2001 $80.380 2,500 $200,950
Sold 02/08/2001 $80.380 500 $40,190
Soid 02/08/2001 $80.890 500 $40,345
Sold 02/09/2001 $80.770 2,500 $201,925
Sold 02/12/2001 $79.980 2,500 $199,950
Sold 021272001 $79.980 500 $39.990
Sold 02/13/2001 $79.760 500 $39,880
Sold 02/13/2001 $79.860 2,500 $199,900
Sold 02/142001 $80.720 500 $40,360
Sold 02/14/2001 $80.720 2,500 $201,800
Sold 02/15/2001 $77.600 2,500 §$194,000
Sold 02/16/2001 §76.380 500 §38,180
Sotd 02/16/2001 $78.360 2.500 $190,900
Sold 02/20/2001 $76.280 2,500 $180,700
Sold 02/20/2001 $76.280 500 $38,140
Sotd 02/21/2001  $74.830 500 $37,465
Sold 02/2172001 $74.850 2500 $187,125
Soid 02/22/2001 $72.570 500 $36,285
Sold 02/22/2001 $72.580 2,500 §181,450
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Sold 027232001 l §71.060 2,500 $177,650
Sold 02232001 $71.080 500 $35.540
Sold 02/2€/2001 $70.370 800 $35,185
Sold 02/26/2001 §$70.370 2,500 $175,925
Sold 02/27/2001 $70.360 500 $35,180
Sold 0272772001 $70.360 2,500 $175,800
Sold 02/28/2001 $69.500 2,500 $173,750
Sold 03/01/2001 $67.780 2,500 $169,450
Soid 03/01/2001 $67.780 500 $33,890
Sold 0302/2001 . $68.990 500 $34,495
Sold 03/02/2001 i $69.000 2,500 $172,500
Sold 03/05/2001 © $70.480 2,500 $176,200
Soid 03/05/2001 $70.480 500 $35,240
Sold 03/08/2001 $65.860 500 $34,930
Sold 03/06/2001 $69.860 2,500 §$174.650
Sod 03/07/2001 $69.300 2,500 $173,250
Sold 03/07/2001 $60.300 500 $34,650
Sold 03/08/2001 $70.400 2,500 $176,000
Sold 03/08/2001 $70.400 500 $35,200
Sold 0340912001 $69.650 2,500 $174,125
Sold 03/09/2001 $69.870 500 $34.935
Sold 03/12/2001 $64.920 500 $32,460
Soid 031272001 $64.920 2,500 $162,300
Sold 03/13/2001 $61.750 2,500 $154,375
Sold 03/13/2001 $61.750 500 $30,875
Sold 0311472001 $61.430 2,500 $153,575
Sold 031472001 $61.430 500 $30,715
Sold 03/15/2001 $64.830 2,500 $161,575
Sold 03/16/2001 $85.500 2,500 $183.750
Sald 03/16/2001 « $85.500 500 $32,750
Sold 031972001 -$62.270 2,500 $155675
Sald 03/19/2001 $82290 500 $31,145
Sold 03/2072001 $62.300 500 $31,150
Soid 03/20/2001 $62.280 2,500 $155,700
Soid 03/21/2001 $59.570 2,500 $148,925
Soid 03/24/2001 $59.660 500 $29,830
Sold 03/22/2001 $53.930 2,500 $134,825
Sold 03/23/2001 $57.720 2,500 $144,300
Seld 03/26/2001 $61.320 2,500 $153,300
Sold 03/27/2001 $60.510 500 $30,255
Sold 03/2772001 $60.500 2,500 $151,250
Soid 03/23/2001 $58.870 500 $29,435
Sold 0372812001 $58.830 2,500 $147,075
Sold 0372812001 | $56.800 2,500 $142,000
Sold 03/29/2001 $56.800 200 $51.120
Sold 03/30/2001 $56.620 2,500 $141,550
Soid 03/30/2001 $59.000 500 $29,500
Sold 04/02/2001 $57.500 500 $28,750
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Sold  04/02/2001 ! $57.500 2,500 $143,750
Sold  04/03/2001 $65.900 2,500 $139,750
Sold  04/04/2001 $54.110 2,500 $135,275
Sold  04/04/2001 $54.050 500 $27,025
Sald  04/0572001 $54.880 2,500 $137,200
Sold  04/06/2001 $54.750 2,500 $138,875
Sold  04/09/2001 $54.530 2,500 $136,325
Sold  04/09/2001 $54.520 500 §27,260
Sold 0471012001 $57.200 482 $28,142
Sold 041022001 | $58310 2,008 $117,086
Soid  D4M12001 | $59.700 500 $20,850
Sold 041172001 | $50.690 2,500 $149,225
Sold  04M22001 | $57.400 2,500 $143,500
Sold  04/16/2001 $58.240 2,500 $145,500
Sold 0471772001 $60.750 2,500 $151,875
Sold  04/1812001 $61.570 2,500 $153,825
Soid  04/18/2001 $61.840 500 $30,820
Sold 0411972001 $61.320 500 $30,660
Sold 0472072001 $60.830 500 $30,415
Soid - 04/20/2001 $80.870 2,500 $152,175
Sold 04/23/2001 $60.940 2,500 '$152.350
Sold  04/24/2001 $62.180 2,500 $155.450
Sold - 04/25200% $62.040 500 $31.020
Sold  04/25/2001 $62.060 2,500 $155,150
Soid  04/26/2001 $63.210 2,500 $158,025
Sold 0412772001 $62.980 2,500 $157,450
Sold  04/30/2001 $63.110 500 $31,555
Sold 043072001 $63.350 2,500 $158,375
Sold  05/01/2001 $63.120 2,500 $157,800
Sold  05/01/2001 $63.070 1,000 $63,070
Soid  0SM2/2001 $61.770 2,500 $154,425
Sold 05202001 $61.780 1,000 $61,780
Sold 050372001 $58.730 1,000 $58,730
Sold  05/03/2001 $58.790 2,500 $148,975
Sold  05/04/2001 $58.850 2,500 $147,150
Sold  05/04/2001 $58.850 1,000 $58,860
Sold  05/07/2001 $58.670 1,000 $58,670
Sold  05/07/2001 $§58.670 2,500 $146,675
Sold  05/07/2001 $58.680 1,000 $58,680
Sold 050812001 $57.000 2,500 5142,500
Sald  05/08/2001 $57.000 1,000 $57,000
Sold  05/09/2001 $67.130 1,000 $57.130
Sold  05/09/2601 . $57.210 2,500 $143,025
Sold  05/10/2001 | 858350 1,000 $58,350
Sold * 05M0/2001 ' $58.350 2,500 $145,875
Sold  05/11/2001 $57.530 1,000 $57,530
Sold  05/11/2001 $57.540 2,500 $143,850
Sold  05/14/2001 . $58.550 1,000 $58,550
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Sold 05/14/2001 $58.520 2500 $148,300
Sold 05/15/2001 $58.080 2,500 $145.200
Sold 05/18/2001 $58.080 1,000 $58,080
Sold 05/16/2001 $57.250 2,500 $143,125
Sold 0511672001 $57.250 1,000 $57,250
Sold 051172001 $55.020 2,500 $137,550
Sold 051772001 $55.050 1,000 $55,050
Sold 051812001 $53.750 1,000 $53,750
Sold osvIB/Z00t | $53.750 2,500 $134,375
Sold 052172001 | $55.160 2,500 $137.300
Sold 0562172001 $55.160 1,000 $55,160
Sold 05222001 855.080 2,500 $137.650
Seld Q512272001 $55.080 1,000 $55,060
Seld 0572372001 $55.680 2,500 $189,200
Sold 05/25/2001 $55.670 1,000 $56,870
Soid 05242001 | 885410 1,000 $55,110
Soid 05242000 | $S5110 2.500 $137,775
Sold 05252001 353810 2,500 $134,528
Soid Q512872001 $53810 1.000 $53.810
Sold . 05/2W200% $53.410 2,500 $133,528
Sold 052972001 $53.410 1,000 353410
Sold 05/30/2001 $52.950 2,500 $132,375
Soki 0873072001 $52.950 1,000 $52.950
Sokd 053172001 $53.030 2,500 $122,575
Sokt 0521/2001 $53.030 1,000 $53,030
Sold QB0 $52.660 2,500 $191,650
Sold 06R12001 $52.660 - 1,000 352,880
Sold VBD42001 $53.880 2,500 $134.700
. Sold 08042001 §53.880 1,000 $53.880
Sold 06062001 $54.080 1,000 $54,080
Sold 08052001 $54.060 2,500 $135.200
Sold 060672001 $52.790 2,500 $131,975
Soid oBR2001 ' 852790 1.000 $52,790
Soid 08772001 $50.530 1,000 $50,830
Sold 06/08/2001 $50.180 1,000 $50,190
Sold 06/03/2001 $50.200 2500 $125,500
Sold 6/11/2001 $51.170 1,000 $51,170
Sotd OBH12001 $51.170 2,500 $127.925
Sold 0611272004 $50.820 2,500 $127.300
Soki 08/12/2001 $50.810 1,500 $50,910
Sold 0611372001 ' §50.540 1,000 $50,640
Sold 061372001 . $50.630 2,500 $126,575
Soldt 06/14/2001 $48.830 2,500 $122075
Sold 06/14/2001 548.830 1.000 $48,830
Sold 06/15/2001 $47.800 1,000 $47.800
Solg 061572001 $47.780 2,500 $119450
Sofd 08/18/2001 $46.000 2,500 $115.000
Sold 0671872001 346,000 1,000 $46,000
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Sold 06/19/2001 ' $44.930 1,000 $44,930
Sold 06/19/2001 $44.930 2,500 $112,325
Sold 06/20/2001 $46.110 1,000 $45.110
Sold 06/20/2001 $48.110 2,500 $115,.275
Sold 06/21/2001 $45.150 1,000 $45,150
Sold 08/21/2001 $45.150 2,500 §$112,875
Sold 06/22/2001 $44.220 1,000 $44.220
Sold 06/22/2001 §44.210 2,500 $110,525
Sold 06/25/20M $44.790 2,500 $111,975
Sold 06/25/2001 §44.780 1,000 $44,780
Sold 06/28/2001 $43.650 1,000 $43,650
Soid 06/26/2001 $43.660 2,500 $109,150
Solid 06/27/2001 $45.450 2,500 $113,625
Sold 06/2772001 $45.450 1,000 $45,450
Sold 06/28/2001 $47.470 2,500 $118,675
Sold 06/28/2001 $47.470 1,000 $47.470
Sold 06/29/2001 $49.250 2,500 $123,125
Sold 06/29/2001 $49.250 1.000 $49,250
Sold 0710212001 $48.810 2,500 $122,026
Sold 07/02/2001 $48.800 1,000 $48,800
. Sold 07/03/2001 $48.800 2,500 $122,000
Sold 07/05/2001 $49.660 2,500 $124,150
Sold 07/05/2001 $49,660 1,000 $49,660
Sold 07/06/2001 $50.060 2,500 $125,150
Sald 07/06/2001 $50.080 1,000 $50,060
Sold 07/09/2001 $49.400 1.000 $48,400
Sold 07/08/2001 $49.400 2,500 $123,500
Sold 07/10/2001 $48.410 1,000 $49,410
Sold 07/10/2001 $49.440 2,500 $123,600
Sold 07/11/2001 $49.000 1,000 $49,000
Sold 07/11/2001 $48,000 2,500 $122,500
Sold 0711272001 $49.540 2,500 $123.850
Solg 07/12/2001 $49.540 1,000 $49,540
Sold 07/33/2001 $49.480 1,000 $49,480
Sold 07/137/2001 $49.480 2,500 $123,700
Sold 07/16/2001 $49.500 2,500 $123,750
Sold 07/16/2001 $49.500 1,000 - $49,500
Sold 07/17/2001 $49.540 2,500 $124,100
Soid 07/17/2001 $49.640 1,000 $49,640
Sold 07/18/2001 $49.390 1,000 $49,390
Sold 0771972001 $48.910 1,000 348,910
Sold 07/19/2001 $48.910 2500 $122.275
Sold 07/2012001 $48.660 1,000 $48,660
Sold 07/20/2001 $48.660 2,500 $121,650
Sold 07/23/2001 $47.480 1,000 $47.480
Sold 07/23/2001 . 847490 2,500 $118,725
Sold 071242001 $44.760 2,500 $111,800
Sold 071242001 $44.760 1,000 $44,760
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Enron Corporation i
Insider Sales Split
Spiit Adjusted
Adjusted Shares
Insider Date Price Sold Proceeds
Sold 07/25/2001 $43.830 2,500 $109.575
Sold 07/25/2001 $43.870 1,000 $43.870
Sold 07/26/2001 $45.310 1,000 $45310
Sold 07/26/2001 $45.350 2,500 $113,375
Sold 072712001 $46.050 2,500 $115,125
Sold 07/27/2001 $46.040 1,000 $46.040
Sold 07/3072001 $48.250 2,500 $115,625
Soid 07/30/2001 $46.250 1,000 $46,250
Sold 07/31/2001 $45.980 2,500 $114,950
Sold 07/31/2001 $45.980 1,000 $45,880
1,810,793 3101,346,951
Mark-Jusbasche, Rebecca P. Sold 02/23/1998 $32.500 144,000 $4,680,000
Director Sold 02/2311999 $32.500 62,500 52,031,250
Sold 02/23/1999 $65.000 3,223 $209,495
Sold 02/23/1999 $32.530 41,400 $1,346,742
Sold 02/23/1999 $65.150 70,000 $4,560,500
Sold . 03/22/1999 $68.820 139,926 $9,629,707
Sold 03/22/1989 $68.000 31,250 $2,125,000
Sold 03/23/1999 568.240 62,201 $4,244,598
Sold 03/23/1899 $67.8680 37,798 $2.585,796
Sold 03/25/1999 $68.000 33,334 $2268,712
Sold 04/01/1999 $31.870 26,000 $828,620
Sold 04/01/1999 $31.900 2018 $64,310
Sold 08/26/1989 $35.670 233334 $6,323,024
Sold 02/18/2000 $68.910 62,500 $4,306,875
Sold 02/18/2000 $68.910 6.446 $444,184
Sold 02/18/2000 $68.910 66,668 $4,593.954
Sold 02/18/2000 $68.910 24,071 $1,658,733
Sold 02/18/2000 $68.910 269,392 $17.874,703
Sold 05/03/2000 ! $74.590 104,204 §7,772.576
; 1,410,262 $79,526,787
Harrisan, Kennyl Sold 02/2411989 $33.960 54,000 $1,833,840
Director Sold 04/30/1998 $37.500 100,000 $3,750,000
Sold 05/02/2000 $74.070 58,500 $4,184,965
Sold 05/02/2000 $74.070 14,860 $1,100,680
Sold 05/02/2000 $76.070 10170 $773,632
Sold 05/02/2000 §76.070 189,830 $14.440,368
Sold 05702/2000 $74.070 28,640 $2,121,365
Sold 05/11/2000 $78.000 50,170 $3,913,260
Sold 05/12/2000 $78.000 15,000 $1,170,000
Sold 05/15/2000 $78.130 20,000 $1,562,600
Sold 05/16/2000 $78.170 65,000 $5,081,050
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Enran Corporation !
Insider Sales ' Spiit
Spit Adjusted
Adjusted Shares
Inskier et Date : Price Sold
Sold 08/28/2000 $86.600 32,000 $2,774,080
Sold 08/20/2000 $87.200 68,000 $5,929,600
Seid 08/29/2000 $86.880 30,740 $2,670,691
Sold 08/2972000 $86.880 29,260 $2,542,108
Sold 09/01/2000 $86.910 40,000 $3,476,400
Sald 0R/18/2000 $83.430 100,000 $8,943,000
Sold  08/18/2000 $39.440 33410 $2,988,190
Soid 09/18/2000 $83.840 §6,500 $8.955.810
1,004,170 $75,211,630

Rice, Kenneth D. Soid 010741898 | $30.830 52,380 $1,614,875

President & CEO Sold 11/09/1999 $39.080 27,140 §1,080,631

Enron Broadband Services, Inc. Sold  02/17/2000 $70.390 63,600 $4.476,804
Sold 021772000 $70.390 18722 $1,038.282
Sold Q21772000 $70.390 38,560 $2,714.238
Soid 02172000 . 570330 1,600 $112.624
Sod  O4MBR000 | $704%0 100,000 $7.048.000
Sold . 08R292000 $86.850 50,000 $4.342,500

) Sod 08202000 $86.850 13,920 $1,208,952
Sold 08/20/2000 $85.850 60,182 $5,226,807
Sold 12/1372000 $76.690 - 70,000 $5,368,300
Sold 12132000 | $76.690 30,000 $2,300,700
Soid  010A2001 |, $77.000 1,000 $77,000
Soid 01ON2001 | $76.000 1,000 $76,000
Sod om0t | s7rez 1.000 s77.820
Sold 01/0412001 $71.130 500 $35.565
Sod  0UD42001 $735630 800 $36,815
Soid 01K5/2001 $72.880 500 $35,440
Sold 0105/2001 $71630 500 $35815
Sold 0108/2001 $71.370 500 $35,685
Sald 01082001 | $71690 500 $35,845
Sold owmerzout | 72120 500 $38,060
Soid  OY/102001 :  $68.860 500 $34,440
Sold 0111122001 $69.060 500 $34,530
Sold o1/122001 se7.810 500 $33,805
Soid 011612001 $68.180 500 $34,085
Sold OU1T200 $89.250 500 §34.625
Sold 0111872001 $72.000 500 $36,000
Soid 01/18/2001 $70.880 500 $35,440
Sold 01/22:2001 $73.500 §00 838,750
Sold O222001 | $73250 500 $36,625
Sold 01/2312001 i $78.560 500 $39,280
Soig otf232000 ' $77080 1,500 $115,620
Soid O123/2001 $77 560 500 338,780
Soid 0V2412001 $80.500 2,000 $151,000
Sald 0172472001 §78440 500 $39,720

10
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Enron Corporation
Insider Sales Spiit
Split Adjusted
Adjusted Shares
Insider Transaction Date Price Sald Proceads
Seld 01/25/2001 $80.880 500 $40.440
Sold 01/26/2001 $82.000 500 $41,000
Sold 01/26/2001 $81.310 2,000 $162,620
Sold 01/28/2001 $80.320 500 $40,160
Sold 01/29/2001 $81.030 2,000 $152,060
Sold 01/30/2001 §79.500 500 $39,750
Sold 0173072001 $80.480 2,000 $160,960
Sold 02/01/2001 $78.650 500 $38,325
Sold 02/01/2001 $77.750 1,500 $116,625
Sold 02/02/2001 $70.550 500 $39,775
Sold 02/0672001 $81.000 2,000 $152,000
Sold 02/07/2001 $80.000 2,000 $160,000
Sold 02/07/2001 $80.730 500 $40,365
Sold 02/08/2001 $60.680 2,500 $201,700
Sold 02/09/2001 $80.500 500 $40,250
Sold 02/09/2001 | $80.800 2,000 $161,600
Sold 0211212001 ' $80.300 500 $40,150
Sold 02/13/2001 $80.280 500 $40,140
Sold 0211412001 $80.550 2,000 $161,100
Sold . 02/1472001 $80.050 138,300 $10,910,815
Sold 0211472001 $81.200 2,000 $162,400
! Sold 021182001 §76.000 500 $38,000
. Sold 02M15/2001 $76.510 1,500 $114,765
Sold 02/15/2001 $76.600 1.500 $114,900
Sald 0211672001 $78.000 1,500 $117,000
Sold 02/16/2001 $77.000 1,500 $115.500
Sold 02/16/2001 $75.910 500 $37,955
Sold 022012001 $§75.850 1,500 $113,775
Soid 02/20/2001 $76.040 1,500 $114,060
Sold 02/20/2001 $75.830 500 $37.915
Sold 0212172001 $75.390 1,500 $113,085
Sold 02/21/2001 $74.750 500 $37,.375
Sold 02/21/2001 $75.000 1,500 $112,500
Sold 02/22/2001 $72.650 500 $36,325
Sold 02/23/2001 $71.500 500 $35,750
Soid 02/23/2001 $70.340 500 $35,170
Sold 02/26/2001 $70.570 1,000 $70,570
Sold 0272712001 $70.340 1,000 $70,340
Sold 02/28/2001 $69.150 500 $34.575
Sold 03/01/2001 $68.000 500 $34,000
Soid 03/02/2001 $69.510 500 $34.755
Sald 03/05/2004 $70.800 500 $35,450
Soid 03/05/2001 ,  $§70.010 500 $35,005
Sold 03/06/2001 ' $70.430 500 $35,215
Sold 03/06/2001 $69.140 500 $34,570
Sald 03/07/2001 $§70.000 500 535,000
Sold 03/07/2001 $89.580 500 $34,790
Sold 03/08/2001 $70.250 500 $35,125

11
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Enron Carporation
Insider Sales Spitt
Split Adjusted
: Adjusted Shares
Ingider Transaction Date i Price Sold Proceeds
Sold 03/08/2001 $70.150 500 $35,075
Sold 03/08/2001 $70.580 500 $35,205
Sold 03/12/2001 $65.100 500 §32,550
Sold 03/13/2001 $60.750 500 $30,375
Sold 03/1472001 $61.370 500 $30,685
Sold 03/15/2001  $64.630 500 $32,315
Sold 03/16/2001 .  $85.140 500 $32,570
Soid 03/18/2001 $82.110 500 $31,055
Sold 03/20/2001  $62.100 500 §31,050
Sold 03/22/2001 $53.930 500 $26,965
Sold 03/23/2001 $57.730 500 $28,865
Sold 03/28/2001 $56.800 500 - $28,400
Sold 03/30/2001 | $56.610 500 $28,305
Sold 04/03/2001 $55.900 500 $27,950
Sold 04/04/2001 $54.060 500 $27,030
Soid 04/05/2001 $54.880 500 $27,440
Sold 04/06/2001 1 $54.750 500 $27,375
Sold 04/08/2001 $54.540 ‘500 $27,270
Soid 04/10/2001 $56.100 500 $28,050
Sold 04/12/2001 $57.850 500 $28,925
Sold 04/16/2001 . $58240 500 $28,120
Sald 04/17/2001 $60.770 500 $30,385
Sold 04/182001 ©  $61.890 500 $30,845
Sold D4/23/2001 | $60.840 500 $30,470
Sold 0df24/2001 |  $82.180 500 $31,00
Sold D4/25/2001 | $62.050 500 $31,025
Sold 04/26/2001 $63.210 500 $31,605
Soid 04/27/2001 $62.980 500 $31,490
Sold 04/30/2001 $63.060 500 $31,530
Sold 05/01/2001 $53.050 500 $31,525
Soid 05/02/2001 $61.770 500 $30,885
Sold 05032001 | $56.730 500 $29,365
Sold 05/04/2001 ~ $58.860 500 $28,430
Soid 050712001 $58.670 500 $29,335
Sotd 05/08/2001 §57.000 500 $28,500
Sold 05/08/2001 , $57.080 500 $28,545
Sold 05/10/2001 | $58.350 500 $29.175
Sold 05/11/2001 ©  $57.560 500 $28,780
Sold 05/14/2001 $58.510 500 $29,255
Soid 05/16/2001 $56.080 500 $29,040
Sold 05/16/2001 ' $57.120 500 $26,560
Sold 05/17/2001 $55.050 500 $27,525
Sold 05/16/2001 $53.750 500 $26,875
Sald 05/21/2001 $55.160 500 $27,580
Soid 05/22/2001 $55.060 500 $27,530
Sold 05/23/2001 $55.660 500 27,630
Sold 05/24/2001 $55.110 500 $27,555

Soid 05/25/2001 $53.810 S00 326,905
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Enron Corporation
Insider Sales Split —
Spiit Adjusted
Adjusted Shares
Insider Date | Price Sold Proceeds
Sold 05292001 $53.380 500 $26,680
Sold  05/30/2001 |  $52.950 500 $26.475
Sold  05/31/2001  $53.030 500 $26,515
Sold 08/01/2001 $52.660 500 $26,330
Sold 08/04/2001 $53.880 500 $26,940
Sold  06/05/2001 $54.080 500 $27,040
Sold  08/06/2001 $52.790 500 §26,395
Sold  06/07/2001 $50.670 500 $25,335
Sold  06/08/2001 $50.210 500 $25,105
Sold  06/11/2001 $51.160 500 $25,580
Sold  06/12/2001 $50.930 500 $25465
Sold 06/13/2001 $50.890 500 $25,445
Soid 06/1472001 $48.820 500 $24,410
Sold 07/13/2001 $48.580 120,000 $5,829,600
Saold 07/13/2001 $48.580 87,438 $4,247.641
Soid 07132001 | $48500 178,530 $8,658,705
i 1,138,370 §72,786,034
)Sldlhu. JeffreyK. Sold 02/04/1999 ! $31.970 1,848 $59,081
CEO, President & COO Sold  DAMBMSSY | $34.530 250,000 $8,632,500
Sod  05/05/1999 $78.850 60,000 $4,599,000
Sold os/06/1088 | $38.250 50,000 $1,912,500
Sold 05071989 ' $76250 25000 $1,906,250
Sold - 10/18/1999 $38.000 126,784 $4,817.792
Sok  D4/26/2000 $73.680 10,000 $738,800
Sold  04/27/2000 $72.500 25,000 $1,812,500
Soid  04/27/2000  $73.880 25,000 $1,847,000
Sold 047272000 i $74.000 26,217 $1,940,058
Sold  08/30/2000 $86.130 15,000 51,291,950
Sold  04/01/2000 $86.880 30,000 $2,606,400
Sod  09/01/2000 $87.250 15,000 $1,308,750
Sold 08/05/2000 $85.000 11441 $972,485
Sold 110172000 $83.240 60,000 $4,994,400
Sold 11/01/2000 $83.060 12,600 $1,046,556
Sold 11/02/2000 $82.340 20,000 $1,646,800
Sold 11/07/2000 $82.590 46,068 $3,804,756
Sold  11/15/2000 $80.310 10,000 $803,100
Sold  11/22/2000 , $80.1%0 5,000 $400,950
Sold 11/22/2000 : §77.060 5,000 $385,300
Soid 11/29/2000 $78.690 5,000 $393,450
Sold 11/29/2000 $74.130 5,000 $370,950
Sold 12/0672000 $68.910 40,000 §683,100
Sold 12/13/2000 | $77.080 10,000 $770,600
Soid 12/20/2000 $79.030 10,000 $790,300
Sold 12/2772000 $83,000 10,000 $830,000
Sold 01/03/2001 §78.160 10,000 $781,600
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Enton Comoration
insidar Sales Spitt
Spiit Adjusted
Adjusted Shares
insider T Date Price Sold Proceeds
Sold 01/10/2001 $69.200 10,000 $892,000
Sold 01/17/2001 $68.940 10,000 $689.400
Sold 01/24/2001 $80.280 10,000 $502,800
Sold 0173172001 $79.680 16,800 $795.800
Seld 02/07/2001 $80.37¢ 10,000 $803,700
Sofd 02/14/2001 $80.420 10,000 $804.200
Sold 02212001 $74.780 10,000 $747,800
Sold {2/28/2001 $68.540 10,000 $695.400
Sold 03/07/2001 $83 520 10.000 $695,200
Sold 03/14/2001 $61.410 10,000 $614,100
Sold 0372172001 | $59.240 10,000 $502,400
Sold 03/28/2001 $58.660 10,000 $586,500
Sold 0470412001 $54.100 19,000 $541,000
Sold 0s/v172001 $58.500 10.000 $585,000
Seold 0411812001 $51.300 10,000 $613,000
Sotd 04/25/200t  $52.050 10,000 $620,500
Sold 05K02/2001 - $61.780 10,000 617,800
Sold 05/09/2001 $57.140 10,000 $571,400
Sold 05/16/2001 $57.300 10,006 $573,000
Sold . 05/23/2001 $55.520 10.000 £855 200
Sold 05/30/2001 $52.950 10,000 $529,500
Soid 06/06/2001 $52.740 10,000 $527.400
Soid 0511372001 $50.880 10,080 - §506.800
1,119,958 $66,924,028
1
Baifer, Robert A, Scki 0242511959 $33.190 8,000 $198,140
Director Sold 031101998 $88.750 3,000 $205,250
Sold 03/11/1898 $71.000 1,000 $71,000
Sold 09/02/1898 $40.188 360,003 $14,467.810
Soid 110471998 $39.700 57,000 2,262,900
Sold 110871998 $38.900 17200 $669,080
Sold 11/08/1895 $38.340 25800 $988,172
SBaid 141171859 $41.000 50,000 $2,005,000
Sokd 0172012000 §56.760 8.000 $454,080
Solg 03/01/2000 $69.330 3,000 $207.980
Sold 03082000 © §70200 §,000 $421,200
Sald 03/07/2000 $71.500 3,000 $214.500
Sold 03/20/2000 $71.000 1,800 $106,500
Sold 03/23/2000 | $73.690 18,500 $1,436,955
Sold D5/02/2000 §75.750 15,000 $1,136,250
Soig 05/11/2000 $77.000 10,000 $770,000
Sold 05/11/2000 $75.000 5,800 $380,000
Sold 05/15/2000 | $77.470 8,000 $694,530
Seld 05/16/2000 $77.880 4,500 $350,505
Soid 08/30/2000 $84.860 5461 $483,420

Sold 08/18/2000 $89.060 10,800 $u61.848
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Enron Corporation
Insider Sales Split
Spiit Adjusted
Adjusted Shares
Insider Date . Prlce Sold Proceeds

Sold 11/06/2000 ! $60.460 16,449 $1,323,487
Soid 02/14/2001 $80.990 1,000 $60,980
Sold 02/26/2001 $71.000 3,000 $213,000
Sold 03/08/2001 $68.840 151,674 $10,441,219
Sald 05/23/2001 $55.350 50,021 $2,768,658
Sold 07/27/2001 $46.040 100,015 $4,604,670
Sold 08/21/2001 $26.300 108,216 $3,090,813
1,052,138 $51,080,967
Frevert, Mark A. Sold 01/04/1989 $28.150 15,120 $440,748
Chairman Sold  01/04/1999 $29.150 40,850 $1,190,778
Enron North America Corp. Sold 01/08/1899 $31.510 40,000 $1,260,400
Sold 04/30/1999 $37.000 57,840 $2,143,780
Sold 04/30/1888 . $37.000 12,060 §446,220
Soid  04B0ISeS | $37.000 80,000 $2,960,000
Sold 04/30/1999 | $37.620 100,000 $3,762,000
Sold 01/20/2000 $65.500 60,000 $3,930,000
Soild . 01/21/2000 $72.500 30,000 $2,175,000
Sold 0511/2000 $78.010 378 $29,488
Sold 05/11/2000 $78.010 52512 $4,096,481
Sotd 0511/2000 $78.010 43,708 $3,400,661
Sold 09/11/2000 $85.010 60,000 $5,160,600
Sold 091222000 $88.040 60,000 $5,162,400
Sold 12/18/2000 $79.020 78,292 $6,028,594
Sold 12182000 | $79.020 23,708 $1,873.406
Sold 12/19/2000 $79.080 34,552 $2.763,459
Sold 1220/2000 $79.000 43,500 $3.436,500
830,620 $50,269,504
Horton, StanleyC. Sold 01/07/1989 $29.970 38,900 $1.165,833
Chairman & CEQ Sold 03/18/1998 | $5B.840 24,000 $1,647,380
Envon Transportation Services Co.  Sald 04/20/1889  $36.040 33,340 $1,201,574
Sold 04/29/1889 $36.040 17,608 $634,592
Soid 06/11/1999 $40.470 540 $21,854
Sold 06/11/1999 $40.000 32280 $1,291,600
Sold 07/21/1889 $42.800 40,000 $1,707,600
Sold 11/10/1999 $39.560 50,000 $1,978,000
Soid 12/20/1999 $41.000 25,000 $1,025,000
| Sold 12/20/1989 |  $41.000 4,402 $180,482
] Sold 01/24/2000 | $67.010 70,000 $4,690,700
| Sold ox07iz000 | $70.010 10,000 $700,100
Sold 03/07/2000 $70.010 30,000 $2,100,300
Sold 03/28/2000 $75.200 25,000 $1,860,000
Sold 04/25/2000 573780 25,000 $1.844,500



308

Enron Corporation
insider Sales Split
Split Adjusted
Adjusted Shares
Insider Tr Date , _ Price Sold Proceeds
T
Sald 05/09/2000 $74.460 40,000 $2,978,400
Sotd 08/24/2000 $85.750 54,100 $4,630,075
Sold 08/25/2000 $685.890 20,000 $1,717.800
Sold 08/28/2000 $86.030 20,900 $1,798,027
Sold 09/14/2000 $86.940 20,000 $1,738,800
Soid 08/28/2000 588.630 20,002 $1,772,777
Sold 12/27/2000 $80.960 25,000 $2,024,000
Sold 01/29/2001 $80.510 25,000 $2,012,750
Sold 03/07/2001 $69.710 13,334 $929,513
Sold 05/14/2001 $58.600 20,028 §1,173,641
Sold 06/01/2001 $52.360 50,000 $2,618,000
| 734,444 $45,472,278
Sutton, Josaph W. Sold 01/08/1999 $32.000 30,000 $960,000
Vice Chairman Soid 02/24/1888 | $34.000 40,000 $1,360,000
Sold 0472811999 ©  $36.020 81,288 $2,927,994
Sold 04/28/1999 $36.020 18,672 $672,565
Sold 02/10/2000 $68.450 61,800 $4,237,055
Sold 02/11/2000 $68.020 26,100 $1,775,322
Sold 02/14/2000 $68.000 12,000 $816,000
Sold 03/21/2000 $70.110 18,672 $1,300,004
Soid 03/24/2000 | $70.110 4,668 $327,273
Soid 03/21/2000 $70.110 76,860 $5,374,633
Sold 05/02/2000 $76.000 100,000 $7.600,000
Sold 09/14/2000 $87.000 50,000 $4,350,000
Sold 08/15/2000 $88.140 50,000 $4,407,000
Sold 03/19/2000 $69.940 15,000 $1.349,100
Sold 09/27/2000 | $87.000 15,000 $1,305,000
Sold 08/28/2000 ' $88.190 6,000 $528,140
Soid 09/28/2000 | $88.130 8,000 $793,170
I 614,960 $40,093,346
I
Baxter, john C. Sotd 01/04/1999 $28.970 2,000 $57,840
Vice Chairman Sold 01/04/1998 $28.970 8,000 $231,760
Sold 01/04/1998 $28.900 5464 $157,910
Sold 01/04/1999 $29.060 10,000 $290,800
Sold 02/04/1999 $31.250 32,120 $1,003,750
Soid 02/04/1989 $31.340 262 58,211
Sold 02/24/1999 $32.610 5814 $189,595
Sold 02/24/1998  © $32.610 25,000 $815,250
sold 12/30/1999 | $43.420 25,000 $1,085,500
Sold 12/30/1999 $43.420 45,844 $1.990,545
Sold 12/30/1999 $43.420 2,064 $89,619
Sold 01/25/2000 $54.000 7.000 $448,000
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Enron Corporation .
Insider Sales Spilit
Split Adjusted
, Adjusted Sharas
Insider T i Date | Price Sold Proceed
[
Sold 01/25/2000 $64.000 37,194 $2,380.416
Sold 01/26/2000 $64.000 11,778 $753,792
Sold 012512000 | $64.000 5,814 $372,096
Soid 01/31/2000 $60.190 50,837 $3,059,879
Sold 01/31/2000 $60.190 51,966 $3,127,834
Sold 01/31/2000 $60.190 31,250 $1,880,938
Sold 03/22/2000 $75.000 12,500 $937,500
Sald 07/11/2000 $70.820 2,084 $145,172
Sold 10/31/2000 $78.320 31,250 2,478,750
Sold 01/02/2001 | $81.310 25,000 $2,032,750
Sold 01/02/2001 $61.310 37,194 $3,024,244
Sald 01/02/2001 $81.310 45,844 $3,727,576
Sold 01/11/2001 $68.440 36,989 $2,568,516
Sold 01/28/2001 $80.530 12,500 $1,006.625
Sald 61731/2001 $80.000 16,688 §1,335,040
’ 577,436 $35,200,808
B

Mirko, Joseph M. Sold . 02/18/2000 | $69.390 5430 $376,783
« Seniior VP Sold 02/18/2000 | $69.380 15,320 $1.067,912
/ Sold 02182000 = $68.390 4,907 $340,497
Sold 02/18/2000 $69.320 30,000 $2,081,700
Sold 02/18/2000 $69.300 20,000 $1,387,800
Sold 02/18/2000 $69.390 17,460 $1,211,549
Sold 04/20/2000 $70.700 130,650 $8,236,955
Sold 05/11/2000 $78.050 192,000 $14.985,600
Soid 05/12/2000 §77.240 58,000 $4,479,920
’ 473,837 $35,168,721
Fastow, Andrew S. Solgd 01/08/1999 $32.000 32,578 $1,042,496
Executive VP & CFO Sold 01/08/198~ $32.000 60,000 $1,920,000
Sold 03/18/1993 $69.110 22,022 $1.521,940
Sold 04730/1989 $37.010 29,500 $1,001,795
Soid 04/30/1998 | $37.010 3,680 $136.567
Sold 04/30/1888 | $37.010 31,688 31,172,773
Sold 04/30/1999 $37.010 62,500 $2,313,125
Sold 04/30/1999 $37.010 29,116 $1,077.583
Said 04/30/1999 $37.010 48,492 $1,720,669
Soid 04/30/1999 $37.010 8,720 $322,727
Soid 03/27/2000 $75.520 10,174 $768,340
Sold 03/27/2000 : $75.520 2,180 $184,634
Soid 03/27/2000 | $75.520 26,954 $1,882,702
Sald 03/27/2000 $75.520 5,048 $381,225
Soid 03/27/2000 $75.520 45,844 $3,462,139

Sold 03/27/2000 . $75.520 10,500 $792,960
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Enron Corporation
Insider Sales Split
Split Adjusted
Adjusted Shares
insider Transaction Date Price Sold Proceeds
T —_—
Sald 05/17/2000 \ $75.500 31,547 $2,381,799
Sold 0s/17i2000 $75.500 46,494 $3,510,297
Sold 05/17/2000 $75.500 4,996 $377,198
Sold 11/01/2000 $63.000 24,196 $2,008,268
Sold 11/07/2000 $63.000 27,884 $2,314,372
561,423 $30,453,609
Causey, Richard A Sold 03/04/1999 §32.560 18,464 $601,188
Executive VP & Sold 03/04/1899 $66.130 6,000 $390,780
Chief Accounting Officer Sold 03/04/1999 $32.560 30,528 $993,927
Sold 03/04/1999 $65.130 4,190 $272,895
Sold 03/04/1998 $32.5680 4,256 $138,575
Sold 01/21/2000 $72.000 25,000 $1.800,000
Sold 01/21/2000 $71.000 9,232 $655.472
Sold 01/21/2000 $71.000 5,040 $357,840
Sotd 01721/2000 $71.000 3,800 $255,600
Sald 01/21/2000 $71.000 2128 $151,088
Sod - 050272000 $75.080 7,814 $586,675
Sold 09/28/2000 , $87.890 10,174 $894,193
Sold 09/28/2000 $87.800 19,656 $1,727,566
Sold 06/28/2000 $87.880 21,155 $1,859,313
Sold 09/28/2000 $87.890 2,128 $187,030
Sold 09/28/2000 +  $87.890 7,000 $615,230
Sold 09/28/2000 | $87.890 5,048 $443,668
Sold 09/268/2000 . $87.890 15,592 $1,370,381
Sald 05/14/2001 $58.760 482 $28,322
197,485 $13,329,743
Derrick, James V. Jr. Soid 02/05/1999 $31.000 18,470 $572,570
Executive VP & General Counsel Sold 01/24/2000 $66.250 10,710 $698,823
Sold 01/25/2000 $64.000 10,710 $685,440
Soid 12/2812000 $86.000 30,770 $2,648,220
Sold 06/06/2001 $53.200 10,000 $632,000
Sold 06/07/2001 $50.920 50,000 $3,055,200
Sald 08/11/2001 $50.880 18,000 $915,840
Sold 06/12/2001 $50.560 18,000 $910,080
Sold 06/13/2001 $50.590 18,000 $910,620
Sold 08/14/2001 $49.000 18,000 $882,000
Sold 06/16/2001 $47.080 18,000 $847,440
i 230,660 $12,656,238
Koeing, Mark E. Sold 01/25/2000 $61.600 2,358 $145,253
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Enron Corporation
insider Sales Split
. Spht Adjusted
! Adjusted Shares
Insider \ Date ' Price Sold P
Executive VP, Investor Relations Soid 01/25/2000 $61.600 23,260 51,432,816
Soid 01/25/2000 $61.600 21,880 $1,347,808
Sold 03/23/2000 $74.250 11,630 $863,528
Sold 03/23/2000 $74.250 10,050 $746,213
Sold 08/24/2000 $86.420 2873 $248,285
Seld 08/24/2000 $86.420 18,462 $1,595,486
Soid 08/24/2000 $86.420 - 1,838 $158,840
Sold 08/24/2000 §86.420 15212 §1,314,621
Sold 05/03/2001 $58.250 3,232 $188,264
Sold 05/03/2001 $58.250 6154 $358,471
Sold 05/03/2001 $56.250 7,606 $443,050
Soid 05/13/2001 $58.250 2,873 $167,352
Sold 05/03/2001 §58.250 1,725 §100481
129,153 $9,110,466
Olson, CindyK. Sold 02/16/2000 $70.000 4,620 $323,400
Executive VP, Human R Sold 02/16/2000 $70.130 340 $23,844
Sold 02/16/2000 $70.000 9,380 $656,600
Seld 08/24/2000 $86.410 11,630 $1,004,948
Sold 08/24/2000 $86.410 4,750 $410,448
Sold 12/08/2000 $72.000 7,698 $554,256
Sold 12/22/2000 $80.000 15,385 $1,230,800
Soid 1212272000 $80.000 6,656 $532,480
Sold 1212212000 $80.000 2,400 §182,000
Sold  0208/2001 " TSETUON T T~ 13,400 T §4,086,126
Sold 03/08/2001 $71.000 3,327 $236,217
Soid 03/08/2001 . $71.000 1,022 $72,862
Sold 03/08/2001 | $71.000 2,556 5182,186
| 83,163 - 6,505,870
|

Kesn, Steven J. Sold 05/10/2000 $74.440 4,560 5339,446
Executive VP & Chief of Staff Sold 01/31/2001 $80.000 42,822 $3,433,760
Soid 01/31/2004 $79.840 17.450 51,393,208
84,932 $5.165.414
Buy, Richard B. Sold 0102/2001 $81.900 566 $46,355
Executive VP & Chief RiskOfficer  Soid 01/02/2001 $61.900 5715 $468,059
Sold 01/02/2001 $81.900 228 $18,673
Said 01/02/2001 $81.900 11,320 $827,108
Sald 01/022001 $61.900 15,280 §1,251,432
Sold 01/26/2001 $82.000 7.511 §615,902
Sold 03/05/2001 $70.000 1,433 $100,310
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Enron Corporation
Insider Sales Split
~ Sspiit Adjusted
' Adusted Shares
Insider Transaction Date Price Soid
Sold 03/05/2001 $70.000 12,821 897,470
54,874 $4,325,309
McMahon, Jeffrey Sold 03/18/2000 $69.120 4,476 $309,381
Executive VP, Finance & Treasurer  Sold 03/18/2000 $69.120 3,828 $264,591
Sold 03/18/2000 $68.120 5,206 $359,839
Sold 03/16/2000 $69.120 15,280 $1,056,154
Sold 03/16/2000 $89.120 9,692 $669,911
Sold 03/18/2000 $69.120 1,148 $79,350
39,630 $2,739,226
McConnell, Mchael S. Sold 03727/2000 $76.440 1,500 $114,660
Executive VP, Technology Sold 03/27/2000 $76.440 748 857,177
Sold 03/27/2000 $78.440 6,978 $533,398
Sold 03/27/2000 $76.440 1,734 $132,547
Sold - G3/27/2000 $76.440 840 $71,854
Sald 03/28/2000 §75.750 19,060 $1.443,795
30,960 $2,353.431
Ouncan, John H. Sold 05/09/2001 . §57.420 35,000 $2,009,700
Director 1 35,000 $2,009,700
i
Blake, Norman P. Jr. Sold 10/31/2000 ' $80.440 4,720 §378,677
Director Sold 10/31/2000 i $80.440 3,800 $289,584
Sold 10/31/2000 $60.440 3,840 $308.6980
Sold 10/31/2000 §80.440 3,920 $315,325
Soald 10/31/2000 §80.440 5,120 $411,853
21,200 $1,705,328
Foy, Joe H. Sold 02/25/1999 §33.560 15,360 $515,482
Director Sold 03/18/1999 $69.010 2,960 $204,270
Sold 03/18/1999 $69.010 1,960 $135260
Sold 03/18/1998 . $69.010 1,920 $132,499
Sold 01/21/2000 | $71.500 3,072 $219,648
Sold 01/21/2000 $71.500 3,600 $257,400
Sold 01/21/2000 $71.500 2,448 $175,032
31,320 $1,639,590
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Envon Corporation
Inskier Sales Split
Split Adjusted
Adjusted Shares
insider Date |  Price Sold P
Metts, J. Mark Sold 11/06/2000 $81.810 13 $1,084
Executive VP, Sold 11/06/2000 $81.810 3,208 $262,283
Corporate Development Sold 11/06/2000 $81.810 1,670 $136.623
Seid 11/086/2000 $81.810 12,822 $1.048,968
17.711 $1,440,937
l

Lemaistre, Charles A. Sold 01/06/1998 $23.720 1,984 $56,964
Director Soid 12/28/1998 $42.620 7,360 $313,883
Sold 051107200t | $58.840 8,000 $4689,120
' 17,344 $841,768
Jaedicka, Robert K. Sold 02/24/2000 $65.940 5,360 §353.438
Director Sold 05/02/2001 $61.000 8,000 $488,000
13,360 $841,438
Chan, Ronnie C. Sold 07/26/1899 $42.150 8,000 $337,200
Director 8,000 $337,200
Gramm, Wendy L. Sold 11/03/1998 $27.000 640 $17.280
Director Sold 11/03/1988 $27.000 2,304 $62.208
Sold 11/03/1998 $27.000 2,800 $75,800
Sold 11/03/1998 $27.000 1,632 $44,064
Sold 11/03/1998 $27.000 2,880 $77,760
10,256 $276.912
17,344,588 $1,102,544,672

TOTALS:
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Privileged and Confidential:
Attorney Work Product
9/21/01

Outline of Points to Discuss
With Ken Lay and Jim Derrick

Scope of undertaking

a. Review of factual information raised by anonymous
letter

b. Per early discussion with Jim Derrick, decision made
not to engage independent accountant at this stage

c. Determine whether the facts warrant a further
independent legal or accounting investigation

d. Caveats:
(1) No second-guessing of accounting treatment by
(2) No detailed transaction analysis

(3) No discovery-style investigation

VEL 01128
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COMTIDTNTIAL

2. Activities undertaken

a. Review of selected documents

(1) Board and committee minutes and presentations

(2) Public filings

(3) Deal approval sheets and investment summaries

(4) Miscellaneous materials

b. Interviews with key Enron and AA personnel
(1) Andy Fastow
(2) Rick Causey
(3) Rick Buy
(4) Greg Whalley
(5) Jeff McMahon

(6) Jordan Mintz

VEL 01129
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CONFIDENTIAL

(7) Mark Koenig/Paula Rieker
(8) Sherron Watkins
(9) David Duncan/Debra Cash (AA)

Identification of primary concerns

a. Inherent conflict of interest by Andy Fastow's
ownership in LIM

b. Accounting treatment of Condor and Raptor
structures

c. Adequacy of disclosures to reflect the true nature of
the Condor and Raptor vehicles

d. Overlay of poor investment performance and
impact on Enron's financial statements

VEL 01130
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CONFE."}ENTEAL

4. Conflict of interest — findings

a. LJM was fully disclosed and approved in advance

b. Special approval procedures were adopted and
utiized on transactions involving LJM

c. LJM transactions were reviewed by audit
committee and finance committee on annual basis

d. No apparent economic harm to Enron as a result of
the following perceived conflicts of interest:

(1) Pressure on Enron employees who negotiated
with LJM, but who ultimately report to Fastow

(2) Potential tie-in between Enron business and
investment in LJM

VEL 01131
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CORTIDERTIAL

5. Accounting issues — findings

a. All material facts of Condor and Raptor transactions
appear to have been disclosed to and reviewed by AA

b. In several areas, AA relied on business judgment
of Enron

(1) Business purpose of specific transactions

(2) Valuation of assets placed in Condor and
Raptor structures

c. Enron and AA representatives both acknowledge
that the accounting treatment is aggressive, but
no reason to believe inappropriate from a technical
standpoint

VEL 01132
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CONEIDUNT ..

d. AA's audit opinion and report ic audit commitice
imolicitly apnives of the transactions involving
S and a0 siructuras

6. Adequacy of disclosures — findings

a. AAis comforic e with the foolnsis s to the financiais
dzscribing the Condor and zpior structures and
other LUM tranzactions

b. One could always argue that disclosures contained in
proxy solicitations, management's discussions and
analysis of financials and financial footnotes could be
more detailed

VEL 01133
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CONFICENTIAL

7. Bad cosmetics

a.

Concern frequently expressed that the transactions
with Condor and Raptor would not look good if
subjected to a Wall Street Journal exposé or a class
action lawsuit

The concerns are fueled by:

(1) use of Enron stock to support transactions with
Condor and Raptor

(2) recognizing earnings through derivative
transactions with Raptor when it could be argued
that there was no true "third party" involved

(3) because both merchant investment value and
Enron stock have fallen, the Raptor entities may
not be able to repay their debt to Enron, thus
raising the question "Who ultimately bears this
loss?"

VEL 01134
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CONTIBENTIAL

(4) the inherent conflict of interest issue

(a) valuation

(b) timing

Notwithstanding these bad cosmetics, Enron
representatives uniformly stated that the Condor and
Raptor vehicles were clever, useful vehicles that benefitted
Enron

Conclusion:

a. Thefacts disclosed through this review do not warrant
further investigation by independent counsel and
auditors.

b. Bad cosmetics and poor market conditions give rise to
the serious risks of adverse publicity and litigation.

VELOUH
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CONMIDENTIAL

c. AA will want assurances 'that this review did not
disclose facts previously unknown to them (which
raises the issue of waiver of the attorney client
privileges). AA will want the following assurances, at
a minimum,

(1) that Enron had no agreement with LJM that LLJM
would not lose money;

(2) that Enron paid no fees to LJM in excess of those
disclosed to AA.

Houston 660650.1

VEL 01136



